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REORGANIZATION PLAN NO, 10 OF 1953 
(Payments to Air Carriers) 


FRIDAY, JULY 17, 1953 


House or Representatives, 
SPECIAL SUBCOMMITTEE ON REORGANIZATION, 
COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 
The subcommittee met, pursuant to call, at 9:15 a. m., in room 1501, 
New House Office Building, Hon. Marguerite Stitt Church (chairman 
of the subcommittee) presiding. 

Present: Representatives Marguerite Stitt Church, Mrs. Katherine 
St. George, John W. McCormack, and Jack B. Brooks. 

Mrs. Cuurcn. The subcommittee will come to order, and I do want 
to thank Mrs. St. George and Mr. MeCormack for stepping up the 
meeting three quarters of an hour. We did want to hear the Post 
master General now. 

I think that I shall make the same request that I did the other day: 
That the President’s message and the plan itself be inserted in the 
hearings at this point. 

( House Resolution 264 and the President’s message and Reorganiza 
tion Plan No. 10 are as follows:) 

[H. Res, 264, 838d Cong., 1st sess 
RESOLUTION 


Resolved, That the House of Representative s does not favor the Reorganization 
Plan Numbered 10 transmitted to Congress by the President on June 1, 1953. 


[H. Doc. 160, 83d Cong., Ist sess. ] 
REORGANIZATION PLAN NO. 10 OF 1953 


MESSAGE FROM THE PRESIDENT OF THE UNITED STATES TRANSMITTING 
RORGANIZATION PLAN NO. 10 oF 1953 


To the Congress of the United States: 

I transmit herewith Reorganization Plan No. 10 of 1953, prepared in accord- 
ance with the provisions of the Reorganization Act of 1949, as amended. 

The reorganization plan provides for the separate payment of airline subsidies, 
which now are merged with payments for the transportation of airmail. The 
purposes of the plan are to place responsibility for subsidy payment in the 
agency which determines the subsidies and to enable the Congress and the Presi- 
dent to maintain effective review of the subsidy program. The plan accomplishes 
these objectives by transferring from the Postmaster General to the Civil Aero- 
nautics Board that portion of the present airmail payment functions which 
relates to subsidy assistance. 

The reorganization plan will not alter the basic national policy of promoting 
the sound development of air transportation through Federal aid. Nor will the 
plan in itself change the aggregate amount of revenue for which any airline is 
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eligible. The policy of providing financial aid for airline development was 
adopted in the Civil Aeronautics Act of 1938, and reflects the broad national 
interest in securing a system of air-transport services adequate to the needs of 
defense, commerce, and the postal service. Federal aid provided under that 
act has contributed greatly to the rapid development of commercial air trans- 
portation during the past 15 years. Continued subsidy support will be required 
for some time to enable certain segments of the industry to achieve the full 
measure of growth required by the public interest. 

At present, airline subsidies are provided by means of mail-transportation 
rates established by the Civil Aeronantics Board and paid by the Post Office 
Department. In essence, the Civil Aeronautics Act provides that such mail rates 
may be set at a level sufficiently high to overcome deficits incurred by the airlines 
on their total operations, including passenger and freight traffic. Total mail 
payments by the Post Office Department thus include, not only a reasonable 
compensation for the service of transporting the mail, but also a subsidy element 
where required to support the general program of airline development. This 
method of furnishing subsidy restricts the opportunity for congressional and 
public review and substantially inflates the reported cost of the postal service. 

Under the reorganization plan the Civil Aeronautics Board will continue to 
determine the overall level of payments to be made to the airlines, and will do 
so in accordance with the existing policy standards of the Civil Aeronautics Act. 
However, the Post Office Department will pay only that portion which represents 
compensation for carrying the mail on the basis of fair and reasonable rates 
determined by the Board without regard to the need for Federal aid. The plan 
will transfer to the Board the responsibility for paying any amounts in excess 
of such compensation, this excess being the subsidy element of the aggregate 
Federal payment. 

In the interest of prompt effectuation, the plan contains an interim provision 
which authorizes the Board to establish without prior notice or hearing the 
initial rates to be paid by the Post Office Department, subject, however, to the 
right of the Board or any affected party to initiate a proceeding at any time for 
a hearing and a determination of a new rate. The Board has already made 
studies estimating the subsidy element contained in airmail payments, and for 
some time has been setting forth in connection with its mail-rate decisions a 
breakdown between the subsidy and compensatory elements of the overall rate. 
The plan will permit the Board to base the initial rates payable by the Post 
Office Department on the compensatory rates contained in these studies and 
decisions 

By providing for a complete and formal separation of subsidy from compensa- 
tion for the transportation of mail, the reorganization plan will clearly fix the 
fiscal responsibility for the subsidy program in the appropriate agency. It will 
assure the Congress and the publie of continuing information on the cost of this 
program It will give the Congress an opportunity to review and take any ap- 
propriate action with respect to the level of subsidy aid in the course of the 
regular appropriation process It will also result in a more accurate presenta- 
tion of the cost of the postal service, by removing from the budget of the Post 
Office Department a nonpostal expenditure currently estimated at nearly $50 
million a year. 

The basic principle of airline subsidy separation was recommended in 1949 
in the Commission on Organization of the Executive Branch of the Gevernment. 
Legislation to accomplish separation has been under discussion for several years. 
Such legislation has generally gone beyond a simple transfer of the subsidy func- 
tion, and has included provisions which would change existing substantive law. 
Some of these proposed substantive changes have been the subject of contro- 
versy, and have heen responsible for the past delays in enacting legislation on 
this matter. The present reorganization plan provides an opportunity to ac- 
complish immediately the important objective of transferring subsidy payment 
responsibility within the framework of existing statutory policy. In view of 
the general agreement on the principle of subsidy separation, I trust that this 
plan will have widespread support. 

At the same time, the immediate transfer of subsidy payment under this re- 
organization plan should not preclude the consideration by the Congress of 
legislation to effect refinements and modifications in the basic law in this field. 
One such change, for example, would be an amendment of the Civil Aeronautics 
Act to provide specifically that compensatory rates for mail transportation should 
be based upon the cost of rendering mail service, plus a fair return. I under- 
stand thet the Civil Aeronautics Board has been following this general policy in 
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those cases where it has established compensatory mail rates. The reorganization 
plan will not affect its right to continue applying such a policy in the future. 
However, I believe it would be appropriate to establish the cost principle as a 
matter of definite legislative policy. 

After investigation, I have found and hereby declare that each reorganization 
included in the accompanying reorganization plan is necessary to accomplish one 
or more of the purposes set forth in sectiom2 (a) of the Reorganization Act of 
1949, as amended. 

The reorganization plan, by providing a sounder basis for the administration 
and congressional review of the affected functions, should in the long run pro- 
mote increased economy and effectiveness of the Federal expenditures concerned 
It is not practicable, however, to itemize in advance of actual experience the re 
ductions of expenditures to be brought about by the taking effect of the reorgani 
zations included in the reorganization plan. 

Dwicut D. EISENHOWER 

Tne Waite Howsksr, June 1, 1958. 


REORGANIZATION PLAN No. 10 or 1953 


(Prepared by the President and transmitted to the Senate and the House of 
Representatives in Congress assembled, June 1, 1953, pursuant to the provisions 
of the Reorganization Act of 1949, approved June 20, 1949, as amended) 


PAYMENTS TO AIR CARRIERS 


SECTION 1. Transfer of functions.—There are hereby transferred to the Civil 
Aeronautics Board (hereinafter referred to as the “Board”) the functions of the 
Postmaster General with respect to paying to each air carrier so much of the 
compensation fixed and determined by the Board under section 406 of the Civil 
Aeronautics Act of 1988 (52 Stat. 998, as amended, 49 U. 8S. C. 486), as is in ex- 
cess of the amount payable to such air carrier, under honest, economical, and 
efficient management for the transportation of mail by aircraft, the facilities 
used and useful therefor, and the services connected therewith at fair and rea 
sonable rates fixed and determined by the Board in accordance with that section 
without regard to the following provision of subsection (b) thereof: “the need 
of each such air carrier for compensation for the transportation of mail sufficient 
to insure the performance of such service, and, together with all other revenue 
of the air carrier, to enable such air carrier under honest, economical, and 
efficient management, to maintain and continue the development of air trans- 
portation to the extent and of the character and quality required for the com- 
merce of the United States, the postal service, and the national defense.” 

Sec. 2. Interim provisions.—The Board may fix, without prior notice and hear- 
ing, the initial rates to be paid by the Postmaster General under this reorganiza 
tion plan for mail-transportation services rendered on and after the date when 
the plan becomes effective. At any time thereafter the Board upon its own 
motion may, and upon the petition of the Postmaster General or the carrier con- 
cerned shall, institute new proceedings to fix and determine, after notice and 
hearing, the rates to be paid by the Postmaster General in accordance with sec- 
tion 1 of this reorganization plan, and the rates so fixed and determined shall 
supersede the initial rates from the date of the motion or petition. 

Sec. 8. Incidental transfers —There shall be transferred from the Post Office 
Department to the Board so much of the personnel, property, records, and un- 
expended balances of appropriations, allocations, and other funds, employed, held, 
used, available, or to be made available in connection with the functions trans- 
ferred by this reorganization plan as the Director of the Bureau of the Budget 
deems to be required for the performance of those functions. Such measures 
and dispositions as the Director of the Burean of the Budget shall deem to be 
necessary in order to effectuate the transfers provided for in this section shall 
be carried out in such manner as he shall direct and by such agencies as he shall 
designate. 

Sec. 4. Effective date.—The provisions of this reorganization plan shall take 
effect on the first day of the first calendar month following forty-five days after 
the date they would take effect under section 6 (a) of the Reorganization Act of 
1949, as amended, in the absence of this section, and shall be applicable only 
with respect to services rendered on and after the date on which the reorganiza- 
tion plan takes effect under this section. 


Mrs. Cuvurcu. Mr. Summerfield, please. 
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STATEMENT OF HON. ARTHUR E. SUMMERFIELD, 
POSTMASTER GENERAL 


Mr. SumMerrietp. Thank you. I am very grateful to you, Madam 
Chairman, for calling the members e arly this morning ‘and for the 
members coming in. I know it*has been inconvenient for you, but I 
am grateful to you. 

Mrs. Church, chairman, and members of the subcomittee, at the 
outset, permit me to He my sincere appreciation, not only for 
the privilege of appearll r bef re you to sup port the President’s Re- 
reanization Plan +3 10 of 1953, but also for the courtesy, coopera- 
tion, and assistance which the Post Office De ‘partment has received 


from Members of Congress in the past 6 mon ths while I have had the 
honor of serving as Postmaster General. 

In April of this year, I appeared with other representatives of the 
Department in hearings before the Appropriation Committee of the 
House in support of the Post Office Department’s program for fiscal 
vear 1954. We explained to that committee that, down through the 
vears, there have been imposed on the Department functions and 
: ties other than the primary one of carrying the mails. As a result, 

» Department’s financial oper: itions have been greatly distorted. At 
that time, in comment ng on need for coneressi¢ nal action, I specifi- 


17 


‘ally referred to subsidy, particularly to airmail subsidy. Those air- 
line subsidies which the 7 ‘partment presently has to pay out of its 
own appropriations are estimated to exceed $79 million for the present 
fiseal year 1954. To that extent, at least, the present cost of postal 
operations is unnecessarily inflated. 

We, therefore, strongly favor any program or arrangement which 
will remove airline subsidies from the financial picture of the postal 
service. That is why |] appes ar before your committee today, to 
support wholeheartedly the President’s Reorganization Plan No. 10 
of 1953, which provides for that very thing, namely, the transfer of 
the function and responsibility of paying airline subsidies from the 
Postmaster General to the Civil Aeronautics Board. My reasons for 
such support are se ‘lf-evident. 

Furthermore, I know of no reason why Congress should not permit 
this plan to take effect. In fact, I have heard no opposition to the 
basic principle embodied in the plan. The fundamental purpose of 
the plan is that henceforth the Postmaster General will only pay air 
carriers fair and reasonable compensation fixed solely on the basis of 
airmail service rendered; while any additional financial aid, required 
in the national interest, will continue to be paid to the airlines, pur- 
suant to the existing statutory policy set forth in the Civil Aero- 
nauties Act, by the Civil Aeronautics Board under appropriations 
transferred to that agency. 

The separation of such payments will enable the Department and 
the Congress to make a realistic appraisal of the charges for the trans- 
portation of mail by air, and of the possible improvements that might 
be made, both in the cost and in the movement of mail, generally. 
Furthermore, the results of the separation will also provide addi- 
tional information to the Congress and the public for use in the for- 
mulation of any future policy in connection with the continuing 
support of air commerce. It is not practicable for the Department to 
present the economies that will result upon the separation, but it must 
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be recognized that the first step in effecting economies should be to 
isolate and bring out into the open Federal expenditures, involving 
2 separate and distinct purposes, mail transportation and public 
grants, which are presently lumped together in 1 payment. 

The results of the separation should also enable the Congress to 
ascertain more readily any deficiencies which may exist in the present 
statutory standards and policy on payments for airmail service and 
for subsidy, and thereby enable Congress to correct such possible 
deficiencies by subsequent legislative amendment. 

Our twofold objective in the Post Office De ~partment is to: (1) give 
the public the kind of postal service they have the right to expect ; ‘and 

(2) reduce the overall postal deficit substantially through economies 
and modern management. We know that you will agree that the 
Department should be developed along efficient lines into a business- 
and-service operation that will be as nearly financially self-sustaining 
as practicable. You Members of Congress can help us toward our 
objective by relieving us of this particular subsidy burden over which 
we have no control. 

For these reasons, I strongly urge Congress to allow this plan to take 
effect. 

Mrs. Cnuurcn. Thank you, Mr. Postmaster General. 

Mrs. St. George, have you any questions ‘ 

Mrs. Sr. Grorce. Well, I have no questions. I have been in favor 
of this plan for a long time, I may say, and I would like to see this 
plan go into effect, and then I would like to see the plan go on a broader 
by isis for all classes of mail. 

I have always thought it most unfair that the Department should be 
saddled with expenses over which it has absolutely no control, Madam 
Chairman, and of course we know that this is not the only instance 
where that is the case. I think it is a very fine plan, and I cannot see 
any possible objection to it myself because it is simply putting things 
in their true perspective. 

That is all it is doing. It is not curtailing anything. 

Mrs. Cuurcn. Mrs. St. George, as you know, brings to this subcom 
mittee a wealth of experience as a member of the Post Office and Civil 
Service Committee. 

Mrs. Sr. Grorce. He has had the misfortune of seeing me quite a 
lot recently. 

Mrs. Cuurcu. Mr. McCormack, I saw you making a note. Have 
you a question ¢ 

Mr. McCormack. Nothing in particular. I was in favor of the 
plan. Whether or not it goes far enough is the only question in my 
mind. I had made up my mind even before the President set up the 
reorganization plan that legislation along this line should be done. 
However, gentlemen, just for the record, this is simply transferring 
the obligation of one agency to another to pay whatever the subsidies 
are, and for which Congress will have to make the appropriations. In 
other words, instead of having the Post Office Department charged 
with it, it. is felt that some other agency of the Government should 
be charged with the financial responsibility of paying subsidies, what- 
ever they might be, from year to year. That is correct, is it not? 

Mr. Summerrietp, They should be placed in the position where 
they would have to explain and justify their request for the appro- 
priation, for the item they would have to include in their budget. 


36440—53——2 
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Mr. McCormack. This has nothing to do with the Post Office De- 
partment. The only thought in my mind is that CAB is a sort of 
quasi-judicial body in determining the amount, and that they have the 
responsibility of paying it with all of the direct and indirect attacks 
or inferences or feelings, whatever you want to call it, that operate 
upon an agency charged with spending money, particularly coming 
from Congress, from the public by way of the Congress, and that 
might have an effect upon the exercise of their judgment in a quasi- 
judicial capacity. ! 

' That is the only thought that I have. That has nothing to do with 
the Post Office Department because really it should be out of your 
Department. The President has just put it into CAB. He has 
exercised his judgment, and I am not going to contest it, but the only 
thought I have is the difficult position of a man sitting in a quasi- 
judicial capacity, and when I sit that way I consider myself a judge, 
as we do hear occasionally W itne SSes under oath. l look at things dit- 
ferently, somewhat differently, than I do when it is a bill before a 


committee, because when » person is under oath submitting testi- 
mony, I consider I should sit as a judge. When a man is under oath, 
that witness, the situation as far as ] am concerned places me in the 


position of being a judge, and the only thought I have is that there 
might be a conflict between sitting as to the facts and then paying the 
mony following it, and sometimes this responsibility might have an 
effect upon the primary one where you are judge and jury and so 
forth. 

I do not raise that question now, except for the record, because if 
it develops at least it will be known that one member of the committee 
had that thought. 

Mrs. Cuvrcn. Mr. Postmaster General, how do you plan to set 
just and reasonable postage rates for carrying the mail ? 

Mr. SumMerrtetp. You mean by air? 

Mrs. Cuurcn. By air. 

Mr. Summerrietp. Wel!, of course up to this moment, and until 
some time in the future when legislation provides us the opportunity, 
we have nothing to do with setting the rates that we pay the air lines. 
That is entirely in the hands of CAB. They determine those things. 

Mrs. Crurcn. Completely ¢ 

Mr. Summerrietp. Yes. However, I would like to have this com- 
mittee know that we have had numerous discussions on the whole 
matter of transportation of mail by air with the air lines and their 
officials in which we have pointed out to them that there is room for 
considerable improvement in the service and probably an expansion 
of volume. But that could only be possible if the cost to us per ton- 
miles were substantially reduced. Therefore, we invited them: to 
cooperate with us in the establishment of some pilot operations, be- 
tween important parts of the country—where we might even include, 
in addition to the shipment of regular air mail by air, first class and 
possibly parcel post. We have also made our suggestions known to 
the Civil Aeronautics Board, asking them to cooperate with us in 
trying to explore in these pilot operations the possibilities of improv- 
ing and expediting the delivery of mail generally. 

We are faced with this condition: The railroads almost daily are 
removing passenger trains from their regular schedules, trains that 
have been carrying mail for 50 years. 
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Well, when that happens, the Post Office Department is forced to 
make other arrangements immediately. Obviously, there are only 2 
places, 2 ways to go: One, to put the mail in the air, or put the mail 
on the already congested highways. So that is our problem. 

We have carried our discussions to the trucking concerns in the 
country for further exploration with them for the development pro- 
eram and possibly pilot operations. We have also done that with 
the railroads. We conceive our responsibility to be to bring about a 
more rapid and satisfactory distribution of the mail from point A 
to point B at the most economical cost. We are exploring all of 
those areas. I believe that a Post Office Department should have some 
of the responsibility and the opportunity of negotiating with the 
airlines on the rates that we pay or are to pay for the transportation 


of mail, rather than have it ina department that has no responsibility 
to the Congress and to the people of this country for the delivery 
of mail. 


Mrs. Cuurcnu. Thank you. 

Mr. McCormack. Involved in that, General, isn’t there one of the 
basic theories of grants or subsidies to the airlines as the other im 
portant p roblem of defense, the having of available trained pilots, t he 
experienced companies that can be called upon which would be rather 
difficult for the Post Office Department itself to go into? You are 
naturally and p _ rly concerned with essentially, not wholly, the 
business aspects of it, where: as the reason we pay grants, subsidies— 
whether correct or Soka because of the other important considera- 
tions involved. 

Mr. SumMerrievb. I agree with you completely. 

Mr. McCormack. I see your point, and I am not challenging it, but 
the other consideration is of primary importance, has been in the 
past—to Congress—is now and will be, I suppose, for some time, in 
connection with keeping alive as good an air system or systems, as we 
can because of the benefits that flow to our country in case of emer- 
gency or war, and in that case those benefits in peacetime become 
primary benefits in time of war in that we have the trained personnel ; 
we have the experience, like the hump during World War Il, when 
the Government took planes to transport material to Nationalist China 
when the Japs had taken the Burma Road and the main line of trans- 
portation, so in a broad way those considerations and others in addi- 
tion enter into the theory or policy of subsidy payments. 

Mr. Summerrrevp. As I said earlier, I agree with you completely. 
That was one of the reasons that we requested this type of legislation. 
Subsidies are distinct and separate items and should not be the 
responsibility of the Postal Department. Therefore, let the Civil 
Aeronautics Board or whatever department or commission or organiza- 
tion the Congress may decide in the future is to take the 1 responsibility 
for the matter of subsidy 

Mr. McCormack. But the actual amount they receive for the trans- 
portation of mail 

Mr. Summerrietp. That is a problem of the Post Office Department. 

Mr. McCormack. Yes. In other words, what they receive for the 
transportation of mail, of course, is a problem, primary problem, of 
your Department. 

You talk about the problems that arise when cars are taken off of 
railroads, and I can see that, and I can understand it, and that is 
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multiplied because that brings prob ‘lems to the airlines; it brings 
problems to the trucking companies, and they are all problems, too, 
so it is not only the problem of the Department itself, the immediate 
problem, but there is the overall problem of the trucking concern and 
of the airlines, and their capacity to pick up and carry, and particu- 
larly in the trucking field, because that is more or less of an experi- 
mental thing now, is it not ¢ 

Mr. Summerrietp. Yes; but we are getting very satisfactory results. 

Mr. McCormack. I won’t say “experimental’’—still in the pioneer 
stage. 

Mr. Summerrietp. Yes: but it has progressed sufficiently so that we 
know there are oreat savings to the Post Office Department. 

Mr. McCormack. Yes, that is true, I know that; but when I say 


“pioneer stage,” it is of recent origin. 
Mr. SumMerrietp. That is correct. 
Mr. McCormack. That is what I mean. Valuable experience is 


cbtained and much more valuable experience is to be obtained in that 
field. 

Mr. SumMerrievp. We try to avoid waiting until the boom drops on 
us in the Post Office Department. We are trying to anticipate that 
which is so clearly evident to us in the situations and problems we 
are going to be confronted with tomorrow and the tomorrows, if not 
today. 

For instance, one day last week there were 4 trains removed in one 
day. 

Mrs. Sr. Grorcr. General, is it not also very possible in the foresee- 
able future that as you go more and more to the air to transport the 
mail, that the airlines and the Government thereby will get a great 
deal of benefit because the Air Force or the airlines will be so expanded 
by this that we will get the benefit of it in time of war or emergency ? 
I should think that it would be bound to happen because you cer- 
tainly will have to use many more lines, and you will have to use many 
more planes than at present. 

Mr. Summerrievp. There just is not any question about it. There 
is a wonderful opportunity here for the air industry, and together 
with it, of course, our whole national defense system. I have 
pointed out—and I think clearly and convincingly—to the airlines the 
absolute necessity of their getting together and taking a new look 
the problem and the opportunity that there is, and I am sure they are 
doing it. 

Mrs. Cuurcn. Thank you, General. I appreciate your coming in. 

Mr. Summerrieip. Thank you very much. 

Mrs. Cuurcn. I think that I might ask permission at this time to 
include in the record certain correspondence. One is a letter from 
the Government Employees Council signed by Mr. Thomas G. Waters. 

Would you read it, Mr. Smith? 

Mr. Smirn. It is dated June 10, 1953, addressed to the committee : 

Yesterday the Government Employees Council unanimously adopted a resolu- 
tion approving the intent of Reorganization Plan No. 10 of 1958. The Govern- 
ment Employees Council has never opposed the philosophy that has prompted 
subsidies, but we do feel that these subsidies should not be officially charged 
against the Post Office Department. 

That is signed by Thomas G. Waters, operations director, Ameri- 
can Federation of Labor. 
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Mrs. Cuurcn. Mr. Waters was asked to testify in person and is the 
seventh witness, so the letter will be substituted in his place. 

I also have a letter from the Acting Comptroller General, Mr. E. L. 
Fisher. 

Do I understand that this is in lieu of a personal appearance ¢ 

Mr. Smiru. I understand he is not going to appear. 

Mrs. Cuurcn. Would the subcommittee like to have the letter read, 
or shall we just insert it ? 

Mr. McCormack. Yes. 

Mrs. Cuurcu. I think we will insert it at this point, then. 

(The letter referred to is as follows:) 


COMPTROLLER GENERAL OF THE UNITED STATES 
Washington 25, D. C., July 16, 1953. 
Hon. MARGUERITE STirrT CHURCH, 
Subcommittee on Plan No. 10, Committee on Government Operations, 
House of Representatives. 


My DE\R MADAM CHAIRMAN: Reference is made to your letter of July 9, 1953, 
advising that hearings have been scheduled on Reorganization Plan No. 10 to 
begin on Friday, July 17, 19538, and that the subcommittee would be glad to hear 
representatives of the General Accounting Office. 

It is not believed necessary for our representatives to appear before your 
subcommittee. However, I do want the subcommittee to know that the General 
Accounting Office favors the objectives sought to be accomplished hy Reorganiza- 
tion Plan No. 10 

The plan would transfer to the Civil Aeronautics Board the functions of the 
Postmaster General with respect to paying to each air carrier so much of the 
compensation fixed and determined by the Board under section 406 of the 
Civil Aeronautics Act of 1938, as amended, as in excess of the amount payable 
for the transportation of mail by aircraft, the aircraft facilities used, and useful 
therefor, and the services connected therewith at fair and reasonable rates to 
be fixed by the Board. Such rates would be fixed without regard to that part 
of subsection (b) of section 406 reading “ * * * the need of each such air 
earrier for compensation for the transportation of mail sufficient to insure the 
performance of such service, and, together with all other revenne of the air 
earrier, to enable such air carrier under honest, economical, and efficient manage 
ment to maintain and continue the development of au air transportation to the 
extent and of the character and quality required for the commerce of the United 
States, the postal service, and the national defense.” 

The effect of the plan would be to fix the fiscal responsibility for the airline 
subsidy program in the Civil Aeronautics Board, and would tend to bring out 
into the open the cost of such program. The General Accounting Office has 
always favored the principle of separating payments of subsidies from payments 
by the Government for services rendered or goods received. Such separation 
of payments is the only real means of providing full disclosure to the President, 
to the Congress, and to the public, as to the extent of Federal subsidization and 
the actual cost to the taxpayer. Also, the adoption of the principle of separat 
ing payments provides a basis for curbing any overgenerous administrators who 
might feel that it is their job to promote and protect subsidized industries at 
the expense of the Government 

As pointed out by the President in his message of June 1, 1953, transmitting 
Reorganization Plan No. 10 to the Congress, the plan does not alter the basic 
national policy of promoting the sound development of air transportation through 
Federal aid, nor will the plan in itself change the aggregate amount of revenue 
for which any airline is eligible However, the plan does not preclude the 
consideration by the Congress of legislation to effect refinements and modifiea- 
tions in the basic law in this field 

Sincerely yours, 


E. L. lIsHeEr, 
Acting Comptroller General of the United States. 
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Mrs. Cuurcn. There was one other letter from Mr. S.: G. Tipton, 
veneral counsel, Air transport Association. | Reading : | 


Che Air Transport A tion has for many years favored subsidies separa 
or rhe association is opposed to House Joint Resolution 264, which would, if 
idopted, prevent Reorganization Plan No. 10 from becoming effective. We have 


no desire to consume the time of your committee by testifying on the resolution 


He is enclosing copies of a memorandum on Reorganization Plan 


» 
W > 4 I> r *) ; 
{ The memorandum oOo Reorganizat On lan No. 10 referred tO 1s 


as follow S:) 


MEMORANDUM ON REORGANIZATION PLAN No. 10—STaATeMENT or S. G. Trpron, 


GENERAL ( SEL, Ain TRANSPORT ASSOCIATION OF AMERICA 
When subsidy separation was first proposed several years ago, the proposal 
Was a SII ple one wo things were to be done Any bsidy which was included 
in the payments made t lines for the transportation of mail was to be 
stated separately so that t existence, and the amount, of the subsidy would 
be known In addition, responsibilit for paying the subsidy, and securing 








the appropriations for it, was to be transferred from the Post Oflice Department 
to the Civil Aeronautics Bo 


Soon, however, various groups began to tack a variety of conditions and 





i 
riders onto the propos It was not long before the basic proposal, which 
everyone favored, was virtua buried under an accumulation of complicated and 
controversial provisions, none of which was essential, and many of which were 
only remotely related, to subsidy separation It was the controversy concerning 
these fringe provisions which delayed and defeated efforts to enact subsidy 


separation legislation 


Reorganization Plan No. 10 has the great merit of reducing the problem once 








ian to fundamenta!s I uts through all of the conditions and riders which 
have been added to the proposal over a period of time, and adopts, instead, the 
original and basic proposal It requires the Civil Aeronautics Board to sep- 
arate subsidy from mail pay, and it transfers the responsibility of paying the 
subsidy from the Post Office Department to the Board. All of the fringe pro- 


visions have been cut loose and dropped. 

Again, however, there are proposals that the fringe provisions be tacked 
back on. Senator Kennedy has released a statement in which he says that the 
plan will not “accomplish an effective separation” of subsidy from mail pay and 
that legislation is required to accomplish “true” separation. He then argues 
for two of the fringe provisions—one which would limit mail compensation to 
the cost of the service rendered, and another which would provide for an annual 
congressional determination of the amount of subsidy to be paid. On the other 
side of the Capitol, Representative Heselton, who supports the reorganization 
plan, urges that supplemental legislation be adopted to pick up several of the 

ringe provisions. An examples, he mentions the cost provision, revision of 
the accounting system maintained by the air carriers, extension of eligibility 
for subsidy to additional air carriers, and provision for detailed annual reports 
efforts are being made to encumber subsidy 
separation with controversial fringe provisions, and the propposal comes both 
from an opponent and a proponent of the reorganization plan. 

The fringe provisions have been debated so thoroughly and at such length, 
and have been so frequently rejected, that the debate should not be revived, 
certainly if the controversy thus provoked would endanger the success of Re 
organization Plan No. 10 \ brief statement of the position of the air car 
riers on each of the provisions mentioned may be in order, 





to Congress. Thus, once agai 


1 ANNUAL CONGRESSIONAL REVIEW OF SUBSIDY 


Senator Kennedy’s proposal on this point would have a crippling effect on 


those carriers which are dependent upon subsidy. At the present time, a very 
high percentage of the subsidy paid to the airlines goes to two groups of car- 


riers: first, the local-service carriers, who serve the small communities through 
out the country and operate over short-haul, low-volume routes which could 
not be served without Government assistance. The other group is the inter- 
national carriers, who face foreign competition which is heavily subsidized and, 
in most cases, is operated by the foreign government itself 
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There can be no question that if subsidy payments to these carriers become 
subject to annual congressional appropriations the effect upon the carriers 
would be disastrous. Long-range planning, adequate financing, equipment re 
placement, and other steps essential to the bare existence of an airline—and 
certainly to its development—would become impossible. No company would 
know whether it would remain in business from 1 year to the next, and no 
company could survive very long in the airline business on such a basis. 

The uncertainly which such a company would face is well illustrated by the 
present situation. The funds for subsidy would, under subsidy separation, be 
included in the appropriation bill for the Department of Commerce. That bill 
is now in conference, and the new fiscal vear began 2 weeks ago. Thus, a car 
rier dependent upon subsidy could not know until after the beginning of the 
fiscal year whether it would continue in business during that fiscal year. 

How, under such circumstances, could an international carrier be expected 
to plan for the acquisition of millions of dollars’ worth of jet aircraft to meet 
the foreign competition? And how could it raise the money, even if it were 
optimistic enough to plan? The publie doesn’t buy the stocks or bonds of busi 
nesses wifh snch tenuous prospects. And bankers don’t loan money under such 
conditions, 

The’ proposal condemns our international and loeal-service air carriers to 
mediocrity, if not oblivion. For that reason, the proposal for annual review of 
subsidy appropriations was rejected in the 82d Coneress, both by the Senate 
and by the House Committee on Interstate and Foreign Commerce. It should 
not receive any more favorable consideration now 








COST PROVISION 


The proposal that the Civil Aeronautics Board fix mail rates which are based 
upon the cost of providing the service, or do not exceed such cost, is both un- 
precedented and mischievous. No other Federal agency has had its rate 
making powers so drastically circumscribed, and no other form of transporta- 
tion has heen foreed to provide service at rates tied to such a basis. 

The cost provision preposes a standard which, according to the opinion of 
competent experts, cannot be applied except on a completely arbitrary basis 
Approximately 5) percent of an airline’s costs apply to two or more classes of 
traffic. When these hundreds of different costs are allocated on different bases 
to the different classes of traffie and the results added up, the results are likely 
to be as fantastic 

The cost provision proposes a standard which would make the ratemaking 
process even slower, more cumbersome, and more expensive than it is today 

Some versions of the cost provision would rrohibit the classification of car 
riers and the establishment of uniform rates for all carriers in a class. Since 
no two carriers experience identical costs, and since rates would have to be 
geared to the costs of each individual carrier, uniform rates would be im 


possible, 





as a Rube Goldberg invention. 


Similarly, some versions would prohibit the fixing of prospective rates (since 
actual” costs can never be known in advance) and would limit the Beard to the 
fixing of rates for past periods only: so that neither the Government nor the 
carriers would know the price of the service until long after it had been rendere‘ 

Not cenly would the cost provision be a source of endless proceedings before 
the Civil Aeronautics Board but it would provide the basis for appeals in every 
rate case 

Neither the Civil Aeronautics Board nor the airlines shonld be tied to any such 
arbitrary standard as is proposed in the cost provision. The standard of 
and reasonable” rates, which would apply under the reorzanization plan, is the 
ene which Convress adopted in the Railway Mail Pay Act It is equally ade 
quate and fair for the airlines 





REVISION OF SYSTEM OF ACCOUNTS 


The proposal for revising the air carriers’ nniform system of accounts is 
closely related to the cost provision. Under the proposal, each carrier would be 
required to allocate all of its expenses to the classes of traffic to which they re 
late, and to keep its books accordingly Thus. a joint cost, such as salaries of 
pilots, would have to be allocated, on some basis. among passengers, baggae, 
express, freight, and mail, and so recorded on the honks. The carriers’ expense 
acconnts, which now number approximately 200, would be quadrupled, and every 


expense, no matter how tiny, would have to be distributed by class of traffic 
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The proposal, if adopted, would cost the carriers millions of dollars, both to 
nstall the revised system and to maintain it It would produce figures which 
would be meaningless and which would not even be adopted for rate purposes, 

nee they would be subject to reexamination in every rate case. Thus, the 
proposal would burden the airlines without producing anything of value to any- 

ne. The Interstate Commerce Commission has been making mail rates for 37 

ars, and even though it had the power to require the railroads to install such 


svstem has never done so 
1 EXTENSION OF ELIGIBILTY FOR SUBSIDY 


Some of the proponents of subsidy separation have attempted to take ad 
antage of the controversy over subsidy separation to expand the subsidy pro 
gsram. One such proposal is that all air carriers, or all certificated air carriers, 
be eligible for subsidy, whether they carry mail or not. 

The proposal to extend the eligibility for subsidy would not only increase the 
amount of subsidy, but could prolong indefinitely the period during which the 
industry would require subsidy. This proposal has been rejected by both the 
Hlouse and the Senate. 

Subsidy separation has now gone full circle. It started out as a simple, clean- 
cut, proposal. It became so overburdened with controversial “fringe” proposals 
that legislation was not passed It has now been restored to its original, basic 
form by Reorganization Plan No, 10 It should be kept that way, and, at long 
ast, adopted 

Mrs. Cruurcu. Is Mr. Hughes here? THlave you a_ prepared 
statement / 

Mr. Hucues. Yes. 

Mrs. Cuurcu. If you will identify yourself for the record. 


STATEMENT OF ROWLAND R. HUGHES, DEPUTY DIRECTOR, 
BUREAU OF THE BUDGET 


Mr. Hueurs. I am Rowland R. Hughes, Assistant Director of the 
Bureau of the Budget, and I have with me two staff members. 

Mrs. Chairman — members of the committee, I appreciate this 
opportunity to appear before your subcommittee in support of Re- 
organization Plan No. 10 of 1953. This plan will transfer the pay- 
ment of airline subsidies from the Post Office Department to the Civil 
Aeronautics Board, and will thereby separate such subsidies from mail 
transportation payments. However, it cannot and will not change 
the standards prescribed by statute for determining the total Federal 
payments to airlines. 

Under the Civil Aeronautics Act, the rates paid to air carriers for 
transporting mail may, and in many cases do, include a considerable 
element of subsidy as well as compensation for the mail transportation 
services rendered. Section 406 (a) of the act requires the Postmaster 
(;eneral to pay eac * carrier on the basis of fair and reasonable rates 
fixed by the Civil Aeronautics Board after notice and hearing. How- 
ever, section 406 (b) prov ‘dae that, in determining what are fair and 
reasonable rates, the Board shall consider, among other factors. “the 
need of each such carrier for compensation for the transportation of 
mail sufficient * * * to enable such air carrier under honest, economi- 
cal, and efficient management, to maintain and continue the develop- 
ment of air transportation to the extent and of the character and 
juality required for the commerce of the United States, the postal 
service, and the national defense.” This introduces, for most carriers, 
a subsidy element in the mail transportation rate to supplement their 
normal commercial revenues. 
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To illustrate how this works in actual pein: I should like to cite 
the case of one group of domestic airlines in fiseal year 1952. The 
Board has calculated that a reasonable seropangee a mail rate for 
this particular group of carriers would be 75 cents per ton-mile of 
mail transported. Applying this rate to the mail traffic handled, these 
lines would have been entitled to total mail compensation of about 
$1 million. However, the mail rates established for these carriers 
under the terms of section 406 (b) of the Civil Aeronautics Act pro- 
vided them with actual revenue of $7.3 million, or $6.3 million more 
than the amount justified for mail services alone. In other words, 
about 85 percent of the total payments to this particular group of 
carriers re presented subs idy to aid their gener al growth. 

These were middle-sized carriers, the group that was chosen. 

The degree of subsidization varies widely among classes of carriers. 
Some receive a high proportion of subsidy, while many of the do- 
mestic trunk lines are now paid on the basis of rates determined by 
the Board to be subsidy-free. For the industry as a whole, the sub- 
sidy element of the mail payments exceeds the compensatory element. 
As indicated by the table below, the subsidy amounted to over $71 


, 


million out of total mail payments of $123 million in the fiscal year 
1952, or 58 percent, Nearly two-thirds of this subsidy went to inter- 
national and territorial carriers. For the fiscal years 1953 and 1954, 
the subsidy element in mail payments is estimated by the Civil Aero- 


nauties Board at nearly $80 million annually. 


Mail payments to air carriers, fiscal year 1952, with estimated division between 
subsidy and com pe nsation for transpo? tation services 


pe Subsidy 
P'ype of carrier iomimuaed Subsidy ral pereent of 
1 : “0 ‘ ip ‘ 
| i t 
Domestic Thous. of dols. | Thous. of dols. | The 
Nonsubsidized trunkline $25, 443 
Subsidized trunk] 6, 300 $6, 515 » 815 51 
Local service (in lud ing helicopter 2, 0O1 19, 498 21, 499 91 
Total domestic 33, 744 26, 01 9, 757 14 
International and Territorial 17, 769 { 13 63,112 12 
Total 51, 513 71. 356 122. 869 8 
1 Five trunklines receiving subsidies in fiscal year 1952 have since moved into the nonsubsidized category, 


At present, the Postmaster General has the function of paying the 
total amount due under the mail rates established by the Board, in- 
cluding the subsidy portion as well as the portion which represents 
compensation for transportation services rendered. Reorganization 
Plan No. 10 will transfer to the Civil Aeronautics Board that part 
of this function which relates to paying the subsidy element of these 
rates. The Post Office Department will retain the other part of the 
function which relates solely to the payment of reasonable compensa 
tion for mail-transportation services. ‘This proposed transfer is made 
possible by section 3 of the Reorganization Act of 1949, which author- 
izes the transfer of “the whole or any part of the functions” of any 
agency. 

The practice of merging airline subsidies with mail payments is a 
carryover from the earlier days of air transportation when the car- 


26440—53 3 
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riage of airmail was the primary function of the civil air carriers. 
But that day has passed. At the present stage of aviation develop- 
ment, with airmail represent ing only asmall part of total airline trathe, 
there is no logic whatsoever in preserving this outmoded method of 
providing subsidies. 

In 1949, the separation of subsidy from mail payments was recom- 
mended by the Commission on Organization of the Executive Branch, 
headed by former President Hoover. Such separation has been re- 
peatedly endorsed by a number of congressional committees, by all 
interested executive agencies, and by various public organizations. 
In fact, there has been virtually no objection to the underlying prin- 

‘iple of subsidy separation even by those who have opposed the bills 
thas far introduced for its accomplishment. The opposition has cen- 
tered almost entirely on other features of the legislation which are not 
involved in this reorganization plan. 

The transfer of subsidy payment effected by this reorganization 
plan will have several advantages. The first and most fundamental 
is that it will make a clear separation between subsidy and compensa- 
tion for mail-transportation service and bring the airline-subsidy 
program directly into the open. The present lumping of the two as 
a single een from appropriations for tre insporting the mail 
inevitably obscures and confuses the situation, in spite of the analyses 
now made | r the ( ‘ivil Aeronautics Board to break mail payments 
into their component elements. By bringing the subsidy program 
into the open, where it will have to be financed from a se parate appro- 
pr lation, the Pp lan w ill nis ike poss} ble more adequa ite review and more 
effective ce mtrol by the C mneress and the Preside 

Another advantage is that the transfer will ax responsibility for 
preparing and defending the subsidy budget on the ageney which 


awards the subsidies. At present, the agency determining the sub- 
sidies has no responsibility for obtaining the funds for paying them. 


Such an arrangement is administratively unsound, and does not make 
for economy in Government. 
A third advantage is that the transfer will relieve the Post Office 


e—S80 mil ae annually—which is not 


Department of a heavy charge 
properly a part of the cost of pos stal service. The present situation 
inflates the expenditures of the Post Office Departed and gives a 
dis perind picture of the overall postal deficit. 

The effectuation of the plan will be considerably simplified and 
expedit oa by the fact that in recent years the Civil Aeronautics Board 
has ac ‘compat lied its mail-rate determinations with a statement of 
what it considers to be the compensatory rate for mail-transportation 
service, and has annually calculated the division of total mail pay- 
ments between subsidy and compensation for transportation service. 
The Board has issued several reports setting forth this information. 
Under the interim provisions of the plan, the Board will be able to use 
these analyses and reports as the basis for establishing the initial 
compensatory rates to be paid by the Post Office Department for the 
transportation of airmail. The sreafter, these determinations will be 
made by the Board after notice and hearing as in the case of the present 
combined rates. 

It should be clearly understood that this plan cannot and does not 
alter any basic policies of the Civil Aeronautics Act. The authority 
for determining both the compensatory and the subsidy elements of 
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the total payments to air carriers will remain with the Civil Aero- 
nauties Board, and its determinations will be governed by the existing 
statutory standards of the act. 

Some of the legislation that has been considered on this subject in 
the past has gone beyond a simple transfer of the subsidy function and 
has included provisions which would change existing substantive law. 
As pointed out by the President in his message, the adoption of 
Reorganization Plan No. 10 will not preclude the consideration by the 
Congress of legislation to improve the basic law in this field. In the 
meantime, however, the plan can accomplish immediately the funda- 
mental objective of subsidy separation by transferring the responsl- 
bility for subsidy payment to the agency which logically should have 
that responsibility. 

I urge the committee to support the effectuation of this reorganiza 
tion plan. 

Mrs. Crrurcu. Mr. Hughes, the statement is so convincing that it is 
too bad that we did not need to be convinced.. 

Have you any quest ion, Mrs. St. George ? 

Mrs. St. George. No; I feel exactly as the chairman does. I think 
that answers a great many questions. 

Mrs. Cuurcn. Mr. MeCormack ¢ 

Mr. McCormack. Just for the record, a few questions. 

What is your view of the CAB hearing evidence on subsidy and then 
being the agency to make the payments ¢ 

Mr. Hvuenes. I do not quite understand. You mean in connection 
with the hearings ¢ 

Mr. McCormack. Yes. 

Mr. Hucues. Well, that, of course, is the provision of the present 
law. 

Mr. McCormack. I know that. Under the present law, of course, 
that is changed. They conduct the hearings and determine what 
rates of compensation, fair and reasonable rates of compensation, shal] 
be, but they do not make the payments. 

Mr. Hucues. Well, I do not think the ministerial act of making the 
payment affects the operation particularly. 

It will all be subject to regular audit and review and all that type of 
control that it has now in the Post Office Department. 

Mr. McCormack. I wish I could be as sure as you are. Being a 
human being myself—— ; 

Mr. Hugues. Well, as a matter of fact, the exact method of con 
trolling and doing that has not been fully worked out, but you may 
be assured that we have those features very definitely in mind. ; 

Mr. McCormack. They are sitting in a sense as judges hearing evi- 
dence to determine the rates of compensation, what the actual cost is 
and what the subsidy is, and then they have to come up to Congress 
and ask for the appropriations for the subsidy. 

Mr. Huaues. We think that is a better placing of responsibility 
because they should be able to justify it and take the responsibility for 
presenting their case to the Congress, rather than merely acting as a 
second and less directly responsible agency as they do now. 

Mr. McCormack. Well, that is a very good answer, but then th 
thought comes to my mind, if I am a member of the Board, I am sit 
ting hearing evidence on subsidies, which of course was part of our 
organic law and has definite reasons for it, and then when I appeat 
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before Congress, whether or not I will get the appropriations to carry 
out the decisions of the Board is—— 

Mr. Hueues. Well, I think that is the right place. 

Mr. McCormack. Of course that would exist in relation to anybody, 
but the effect of my sitting as a judge and the fact that I have to 
come up and make this case—what effect it might have on my evalua- 
tion of the evidence in determining what would be reasonable rates 
of compensation, not to make it so high so I could make a good case 
to Congress—what effect that has to me sitting as a judge is ques- 
tionable. 

Mr. Hueues. Well, I do not know as it would have any—they still 
have that same responsibility now. I mean, they have to satisfy them- 
selves as to the basis for the justification, whatever it may be, and the 
basis is not built on—what will I say /—some arbitrary determination. 
It is built on certain facts, fiscal facts, which have to be worked up. 

Mr. McCormack. Sometimes appropriations are based on some- 
what arbitrary determinations. 

Mr. Hucues. That may be, but the fixing of this rate 

Mr. McCormack. You have found that to be so, have vou not? 

Mr. Hueues. The aang of the rates by the Civil Aeronautics Board 
has to be clone u nde r t] ese Sti andi: irds ot the act, and l do not believe 
there is any el 





hange in that under this— 

Mr. McCormack. I am in favor of the plan; so, we start out with 
iat. I think the Post Office Department has thought for a long while 
that it should be divested of it, and it should not be charged up to 
them. So, we are only just exploring. I was just wondering what 
your views were as to a man sitting as a judge and then having the 
duty of administering, administering as to the money and getting the 
money to pay the results of his decision, as to what effect the latter 
might have upon a decision and what effect that would have on the 
different airplane companies in the prese ntation of their case. 

He does occupy two different positions. 

Mr. Huenes. That is right, but it is all the subject of a hearing in 
which all that evidence is brought out, whatever is needed and is neces 
sary. It is also, you might say, quite general in a good many other 
functions of Government, where for example, housing administrators 
and people of that nature have to present their case to Congress and 
still at the same time make certain decisions which relate to payments. 

Mr. McCormack. I assume these hearings are under oath, are they 
not ¢ 

Mr. Huenes. Oh, IT imagine so. You have to ask the Board on that. 
I am not certain. 

Mr. McCormack. I won’t press it. We run into that along the line, 
but I like to see one who is sitting in the position of a judge being an 
independent, making a decision on the facts, without any other in- 
fluences that might interfere with his decision on the judicial or quasi- 
judicial aspects of his duties. 

Mr. Hucues. Well, this would not obviate in any way any changes 
which you feel should be made in the law to make that a little more 
effective. However, the reorganization plan makes a change now 
which we think is a forward step. 

Mr. McCormack. I agree with that. There is no question in my 
mind that the change should be made. The question is where it should 


1 
t} 
{ 





REORGANIZATION PLAN NO, 10 OF 1953 17 
go, and I do not know of any other place in the CAB now, but I just 
was exploring to get your reaction. 

Mr. Hucues. You raise an interesting question, and we shall think 
about that. 

Mr. McCormack. It is an interesting question that will only develop 
in the future, but it might be well for the record that, if it does develop, 
the subcommittee did have it in mind. 

Mr. Hugues. Not only that, but we will consider it, too. 

Mrs. Cuurcn. I see that another member of the subcommittee has 
come in. Do you have any questions / 

Mr. Brooxs. No, Madam Chairman, I just came to listen for a few 
moments. 

Mrs. Cuurcu. Mr. Heselton, do you wish to ask any questions? Are 
you here to testify ? 

Mr. Hesevron. No, thank you; I don’t anticipate I will. 

Mrs. Cuurcn. If at any time you do feel you want to ask a question, 
I hope that you feel at liberty to do so. 

Mr. McCormack. I suggest Mr. Heselton be invited to join the 
committee. 

Mrs. Cuurcu. Mr. Oswald Ryan. 

Will you be good enough to identify yourself for the record ? 


STATEMENT OF OSWALD RYAN, CHAIRMAN, CIVIL 
AERONAUTICS BOARD 


Mr. Ryan. I am Oswald Ryan, Chairman of the Civil Aeronautics 
Board. 

If I depart from the mimeographed sheet, Madam Chairman, in 
1 or 2 instances, I hope I will be forgiven for it because I think it 
will not be a change of substance, but perhaps of language in 1 or 2 
places. 

Mrs. Cuurcn. We will be very glad to have you present it in your 
own way. 

Mr. Ryan. The Civil Aeronautics Board appreciates the invitation 
to appear before you and comment on Reorganization Plan No, 10. 
The Board endorses the plan and urges its approval. 

For the past several years the Board has actively supported before 
Congress proposed legislation designed to accomplish the separation 
of subsidy from the total compensation which the Government pays 
the airlines for carrying the mail pursuant to the provisions of the 
Civil Aeronautics Act. It has been our belief that bringing the 
subsidy completely into the open, as Mr. Hughes described it a few 
moments ago, would be of substantial benefit to the Government, the 
public, and the industry, in that it would permit a better evalu: en 
of the air-transportation program which the Board is charged wit} 
developing and administering and would have the effect of spurring 
the industry to yet greater efforts to free itself of any need for or 
reliance upon financial aid from the Government. Obviously a 
reorganization plan cannot, and this plan does not purport to, ac 
complish basic substantive changes in the Civil Aeronautics Act. 

However, this plan effectively provides for a formal determination 
and separation of any subsidy element in the mail pay of air carriers 
and it relieves the Post Office Department of any budgetary respon- 
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sibility for subsidy payments, transferring that responsibility to the 
Board. The plan thus represents, we think, a constructive and pro- 
gressive step forward which, because of its simplicity and less con- 
troversial features, stands a good chance of being acceptable to all 
interested parties involved in the afiair and of being put into effect 
within a reasonably short time. 

I believe that it may be of some assistance to the committee in 
understanding what Reorganization Plan No. 10 seeks to accomplish 
if we take a brief glance at the mail-rate situation which exists under 
the present law. Section 408 of the Civil Aeronautics Act directs the 
Board to fix “fair and reasonable” rates of compensation for the 
transportation of mail by air. 

With one notable exception, the factors that the Board must take 
into consideration in axing mai! rates are of the same basic character 
as those that must be considered by other quasi-judicial regulatory 
hodies that are charged witle fixine of fair and reasonable rates for 
other public- utility compar ies. I say “with one notable exception,” 
and this e xception is that the Joard, in fixing rates for the carriage 
of mail—in addition to the usual public-utility ratemaking factors 
for determining reasonable compensation—must consider the need 
for an additional amount of fwninay to enable the carrier under honest, 
economical, and « ti ient management to maintain and continue the 
development of air transportation that we are directed must be ade- 
quate to the cml of our national defense, our commercial, and our 
postal service, 

I might or? in passing, this is the so-called “need” or subsidy provi- 
sion of the Civil Aeronautics Act which does not appear, as you readily 
recognize, 1n ‘the usual public utility regulatory act. T hus the Board 
in each mail-rate case that comes before it determines whether the air 
carrier concerned has any need for revenues in the form of mail pay in 
addition to the compensation to which it is entitled for the carriage of 
the mail; in other words, whether it has any need for Government 
subsidy. 

In some cases, it has been found that no need for any mail pay other 
an tenet for the carriage of mail existed: and in such cases 
the Board has fixed a mail rate designed solely to compensate the car- 
rier for the costs reasonably incurred in providing the mail service. 
No subsidy need is included in such rates. 

In those cases where subsidy need exists, the Board, under the pres- 
ent statutorv procedure. determines the carrier’s overall financial re- 
quirements under honest, economical, and efficient management, to 
enable it to conduct the operations which are required by the national 
interest, and then it fixes a rate which will provide an amount adequate 
to meet such need, 

Asa practical matter, in fixing these mail rates that involve subsidy 
elements, what the Board does is to examine the total operating results 
of the carrier, determine its allowable expenses for all of its services— 
passenger, cargo, and mail and t he ‘Nn cle cdi cts therefrom the commer- 
cial nonmail revenues realized by the carrier. The resulting deficit 1s 
designated as the carrier’s break-even need. 

To this break-even need then is added an amount necessary to pro- 
vide the carrier with a reasonable return after taxes on its proper in- 
vestment. Then the Board formally fixes an airmail rate which will 
provide the carrier with a total amount of its break-even need plus a 
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reasonable return on its investment, which I think for want of a better 
description could be called its capital cost. 

It should be emphasized that in this process the Board carefully 
examines the carrier’s operations and its reported results to make sure 
that the figures with whie h the Board is dealing accurately reflect the 
results of the carrier’s operations and that the e xpenses allo wed are 
only those e xpenses which have been incurred under honest, economi- 
cal, and efficient management, the standards set in the act. 

And, finally, a Board undertakes to make sure that all revenues 
which the carrier, by the exercise of good management, could reason- 
ably be expected to have realized are offset against its expenses. 

I would like to e mphasize again that special care is taken in these 
rate cases to determine whether the costs incurred and the revenues 
realized by the carrier conform to the standard of honest, economical, 
ind efficient management which is imposed by the Civil Aeronautics 
Act. In applying this standard, the Board has on many occasions 
made substantial disallowances for items such as excessive scheduling, 
unreasonably high aircraft-maintenance costs, equipment in excess of 
reasonable need, and similar items. In like manner, the revenues re- 
ceived are also examined to determine whether inefficient or imprudent 
management has resulted in a lesser income than reasonably could have 
been earned, and, if so, in a case like that the revenue figure will be 
properly adjusted by the Board. 

The mail rate is fixed only on the basis of figures, remember, that 
are accepted after such review. Furthermore, mail rates are fixed 
in a formal proceeding to which both the carrier and the Postmaster 
General are parties, and in which either is entitled to a hearing upon 
any issue that may be in dispute. 

The act directs that the mail rate fixed by the Board shall be paid 
by the Postmaster General out of appropriations for that purpose. 
Hence, the entire amount of mail pay, including the subsidy provided 
those air carriers which are entitled to it, is appropriated to the Post 
Office Department and paid out by it in the accordance with the rates 
fixed by the Board. That is the present procedure and system. 

As pointed out by Mr. Hughes awhile ago, the proposed reorganiza- 
tion plan would transfer to ‘the Board the task of paying in the case 
of “need” carriers that part of the total amount of mail payments 
which is in excess of the amount found to be reasonable compensation 
for the carriage of the mail. 

To accomplish this division the Board is directed to fix a rate 
under the reorganization plan which will be referred to here as the 
“service mail rate.” This service mail rate would be determined by 
the Board solely for the purpose of establishing the division of the 
function of payment between the Postmaster General and the Board. 
It would in no w ay affect the st: atutory rate of compensation fixed 
by the Board pursuant to the stan dards « f section 406 of the act, 
which, depending on the carrier’s situadion, may or may not include 
elements of sudsidy. 

Once the new plan becomes effective, there would thereafter be 
included in the Post Office Department appropriation only the amounts 
necessary to pay the service mail rates, in other words, to compensate 
the air carriers for services performed for the Post Office Department. 

All amounts needed to pay subsidy would be eliminated from the 
Post Office Department’s budget, and would be included in the Board’s 
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appropriation, which would be responsible for justifying such appro- 
priations before Congress and for the disbursement of the amounts 
appropriated. 

As a means of implementing this division of the paying function, 
there would be established a new class of proceedings to be heard and 
decided by the Board in which the service mail rate to be paid by the 
Postmaster General would be fixed. Such a proceeding could be 
initiated by petition of the Post Office Department or of an air carrier 
or by the Bo: ard on its own motion. 

Before fixing any service mail rate, the Board is required to give 
interested parties notice and hearing except for the initial rates fixed 
under the new reorganization plan. It is worth noting that such a 
proceeding could be instituted to determine whether the division of 
the total mail pay being paid the carrier between service mail pay 
and subsidy Was a proper ee even though the total amount of 
the mail pay being received by the carrier under section 406 of the 
act was not being challenged at all. 

These proceedings under the plan would be in addition to the rate 
proceedings now held to fix mail rates under section 406 of the act, 
although as a matter of procedural convenience the two undoubtedly 
would frequently be consolidated for hearing and decision in the same 

case, 

At this point it may be useful to pause briefly to explain that, be- 
cause of its views as to the desirability of a se paration of subsidy from 
compensation, the Board has on its own initiative taken steps toward 
such a separation. Some 2 years ago the Board undertook studies 
designed to provide it with the most accurate estimates available as 
to the respective amounts of compensation and of subsidy included 
in the mail rates of all United States air carriers. 

These studies, as you are no doubt aware, have resulted in a series of 
reports entitled “Administrative Separation of Subsidy from Total 
Mail Payments.” Each of these reports was submitted to the Con- 
gress when issued, and sets forth the amount of compensation and 
~aheidy which it is estimated each air carrier received or will receive 
during the fiscal years 1952 through 1954. 

In addition, since these reports have been issued, every rate de- 
cision handed down by the Board has contained a statement of the 
amount of subsidy, if any, included in the rate fixed therein. How- 
ever, it should be emphasized that the reports prepared by the Board, 
and the statements contained in its decisions, represented only an in- 
formal, administrative determination by the Board for purposes of 
information and guidance, but no legal consequences flowed there- 
from. 

The Board’s administrative separation did not affect the need for 
the reorganization plan now before this committee for these reasons: 
First, the amount of subsidy included in the mail rates continued to 
be included in the appropriations of the Post Office Department and 
to be paid by the Postmaster General. There is no authority at this 
time for including in the Board’s appropriations the amounts of 
subsidy to be paid air carriers, or for the Board or to make payments 
to the carriers. 

Mr. McCormack. I notice you left out the words “to obtain such 
appropriations.” 
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Mr. Ryan. I will repeat that. The amount of subsidy included 
in the mail rates continued to be included in the appropriations of 
the Post Oflice Department and to be paid by the Postmaster Gen- 
eral. There is no authority at this time for including in the Board’s 
appropriations the amounts of subsidy to be paid air carriers or for 
the Board to obtain such appropriations or to make payments to the 
carriers. [am sorry that I left that out. 

Mr. McCormack. To me that is a very important part and I am 
sure it would be very important to the other members of the commit- 
tee later on. 

Mr. Ryan. The proposed plan would transfer the function of ob- 
taining and paying out appropriations for this purpose from the 
Postmaster General to the Board. 

Second, the requirement that there be a formal separation of sub- 
sidy from compensation as contained in the reorganization plan, in- 
stead of the informal administrative separation previously made by 
the Board, will tend to induce a more comprehensive analysis of the 
standards for separation and a more confident acceptance of the re- 
sults by the parties to the mail-rate proceedings, the Congress, and 
to the public. 

Certain other aspects of the plan warrant brief discussion. In order 
to implement the plan intially the Board is authorized to fix the 
initial rates under the plan without notice and hearing. Obviously, 
In 9 relatively short time before the plan becomes effective, it will 
not be pam le for the Board to undertake any extensive review of 
the data which was used in arriving at the service mail rates which 
are contained in the administrative subsidy separation studies of the 
Zoard. In the absence of special or unusual circumstances, therefore, 
the Board doubtless will initially make effective for each air carrier 
the service mail rate set forth in the then current subsidy separation 
studies with respect to that carrier. No one will be pre judiced by 
such action, since at any time thereafter the Post Office Department 
and each of the carriers concerned are entitled by filing a petition 
to have the rate reviewed from the date of such filing. ‘The Board 
can also at any time initiate a proceeding to review such rate. 

As I hope I have made clear, the Board regards the plan as a con- 
structive step forward in the responsible and efficient administra- 
tion of the airmail compensation program, and believes that a long 
term result of the plan may well be a reduction in the amount of 
subsidy required to achieve the objectives of the Civil Aeronautics 
Act. 

We believe it is necessary to recognize, however, that the plan does 
involve some additional administrative expenses. 

Thus, the plan requires that separate rates be fixed for compensa- 
tion and for subsidy where only one rate now exists, and that the 
amount shall be disbursed from separate appropriations. This will 
inevitably result in some increase in the amount of expense incurred 
in the disbursement of the funds over the present cost. This problem 
of how to administer the subsidy payments most efficiently and eco- 
nomically is now under joint study by the Bureau of the Budget, 
the Post Office Department, and the Board. We hope that means 
may be found whereby the additional expenses can be absorbed with 
out adversely affecting other importnt programs. 

36440—53——4 
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The plan will inevitably increase in some degree the Board’s work- 
load in respect to mail-rate proceedings. This is the necessary con- 
sequence of the fact that the Board will not only continue to have the 
statutory resopnsibility for determining through a formal proceeding 
the total amount of mail compensation due air carriers, but will now 
have the added task of determining in a procee dine the portion of the 
total mail pay which will be paid “by the Postmaster General for the 
mail service. The Postmaster General, a carrier, or the Board will 
have the right at any time to institute a anguendiall for a review of 
the rate being paid by the Postmaster General. Whether this issue 
be in a separate proceeding or included in a proceeding to determine 
the total mail pay of the carrier, there will inevitably be an increase 
either in the number of proceedings involving mail-rate matters com- 
ing before the Board, or an increase in the difficulty and aes? 
of the issues in such proceedings. The Board is unable to make a 
this time an accurate estimate of the extent of the increased ek 

If it should prove to be substantial in amount, it will pose a serious 
problem with respect to continued progress by the Board toward its 
mail-rate program goal of disposing of mail-rate cases on a reasonably 
current basis. Nevertheless, the Board believes that the long- term 
interest in efficiency and economy in Government will be served ‘by the 
separation of saals from total airmail compensation effected by 
this plan. 

For the various reasons given, Madam Chairman, the Board recom- 
mends the approval of the President’s Reorganization Plan No. 10 
of 1953. 

Mrs. Cuurcu. Thank you, Mr. Ryan. Do you have any questions, 
Mrs. St. George ? 

Mrs. Sr. Grorcr. There was only one question I wanted to ask. In 
the breakdown of these figures, is it at all possible that one could de- 
velop the fact that the airmail actually does pay its way if it is taken 
entirely separate from the subsidies? We know the subsidies have 
to be paid for other things. I realize and recognize that, especially 
in view of the defense, and so forth, but I notice in part of someone 
else’s testimony that they stated that the con ipensation of about $1 
million, which was paid and apparently covered the actual carriage 
of the mail, that those lines received between $7,300,000 and $6,300,000. 

Mr: Ryan. Lam not familiar with that testimony, Mrs. St. George. 

Mrs. Sr. Grorce. I was wondering if your figures would show that 
airmail e: ame pretty close to paying its own way if it was actually taken 
completely away from subsidy. 

Mr. Ryan. I am quite sure that if under separation the proper cost 
allocation is made to the carriage of air mail it would be found that 
air mail is paying its way. 

Mrs. Sr. Grorcr. I was under that impression, if you take it en- 
tirely apart from the subsidy that it would pay its own way. 

Mr. Ryan. That involves matters of costing within the Post Office 
oo and there has been some controversy over that. 

Mrs. Cuvrcn. Would you like to deve lop your question, Mr. Me- 
Cosme. concerning the double capacity in which the Board will 
serve ¢ 

Mr. McCormack. You heard the question I asked Mr. Hughes, 
didn’t you ? 
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Mr. Ryan. Yes; and if I interpret your question correctly, it was 
based on a fear that the Board’s judicial function might be compro- 
mised by having to defend its decision before a committee of the 
Congress in fixing the amount of the subsidy. 

Mr. McCormack. That would be substantially correct. 

Mr. Ryan. As you may be aware, you touched me on a tender point 
and because I have always believed that it was highly in the public 
interest that the administrative process should move toward a more 
complete judicial character than it has ever had, even in the past. 
It is one of the very real problems and it may be that the sword of a 
possible attack by members of the Appropriations Committee upon the 
amount of subsidy which would be handed out in a particular decision 
which would be reached by the judicial process might have an in- 
fluence upon the Boer That, however, would be a two- edged sword. 
It might have a wholesome influence. In some instances it might have 
a different kind of an influence. 

Mr. McCormack. The two-edged sword does exist. There is a rea- 
sonable possibility. 

Mr. Ryan. Yes. 

Mr. McCormack. And it is rather bad to have a two-edged sword 
existing-in relation to a judicial or quasi-judicial body. 

Mr. Ryan. That is inherent in this proposal. There is no question 
about that. 

Mr. McCormack. That is not impugning the motives of anyone. I 
am just dealing with the separation of powers that we have, fortu- 
nately. Weare all human beings. We have our own thoughts. Here 
is a quasi-judicial board and taking evidence under oath and sitting 
as judges and then it has to come before another body and testify in 
terms of dollars on your judicial decision. 

Mr. Ryan. That is right. That is inherent in the system. 

Mr. McCormack. And that another body or group can put you on 
trial as to your judicial decision after it is made. 

Mr. Ryan. That is inherent in this system in the administrative 
process as affected by this reorganization order. The other side of the 
shield, of course, is this—— 

Mr. McCormack. Pardon me. I am for the plan because I believe 
it should get out of the Post Office Department. Now, where it should 
go is another question, but I have my serious doubts about putting the 
responsibility in the body that has got to pass upon the rates. 

Mr. Ryan. There is some merit in that argument, and that is inher- 
ent inthe system. But it has to be weighed against the fact that some- 
body who knows about this decision must be in a position to advise the 
Appropriations Committee, and I assume that the reorganization or- 
der proceeds upon the assumption that the Board would know more 
about it than the Post Office Department or any other agency because 
it would be more familiar with the evidence and with the policies th: 
would explain the decision. 

Mr. McCormack. That is true. We have courts that pass upon it, 
our Federal courts that now pass upon tort cases. The court does not 
have to come before the committee and justify its verdict. 

Mr. Ryan. That is right. 

Mr. McCormack. That comes back to the verdict. When you have 
to justtfy the figures you are in a position where you have got to justify 
your verdict. 
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Mr. Ryan. That is right. You have to evaluate the fact that there 
is some departure from what we have conceived to be the judicial 
process in this country. You have got to ering that against the 
disadvantages. The advantage, of course, is that the Board would 
know more about the subject of its decision Ae anyone else and would 
perh laps be able to more effectively defend it. That is a matter of 
policy. 

Mr. McCormack. It is rather an unfortunate position to be a quasi- 
judicial body in the position of defending its judicial decisions, isn’t it? 

Mr. Ryan. I think that theoretically that is true. 

Mr. McCormack. Isn’t it more than theory? I have had a lot of 
experience with the law and I have had a lot of experience as a trial 
lawyer, 

Mr. Ryan. I think you have been pretty good. 

Mr. McCormack. I don’t know about that. 

Mr. Ryan. I have been a member of this Board for 15 years. 

Mr. McCormack. And lama great supporter and admirer of yours. 
| am olad to Say that for the record. 

Mr. Ryan. The Board has had to defend itself. 

Mr. McCormack. It is a — of the system under our law. I 
am going to vote for the pl in but 1 am ver vn ich concerned with it in 
its future ope rations and I can see this question arise. 

Mrs. Cuurcu. Do you have an alternative suggestion ? 

Mr. McCorMack. We are not ina position whe re we can conside yan 
alternative suggestion. 

Mrs. Cnurcu. But if you were, have you one? 

Mr. McCormack. There is nothing we can do now except that it is 
well to bring it out because if what I fear develops, and I can see 
it as a reasonable possibility, then at least these hearings will have 
shown that the members of the subcommittee, some members of the 
subcommittee, appreciated the fact as to what might happen and it 
would make a contribution toward a future solution if it does arise. 

For example, suppose you decide that one company is entitled to 
$6 million subsidy. You have made a judicial decision, haven’t you? 

Mr. Ryan. That is right. 

Mr. McCormack. When you come before the Appropriations Com- 
mittee, what do you do then ? 

Mr. Ryan. We do nothing. If the Congress failed to appropriate 
the money, presumably the one to whom the money is owing goes to 
the Court of Claims and undertakes to get a judgment and the ques- 
tion would come up whether the Congress would appropriate funds 
to satisfy the judgment. 

I would like to make one point which does figure in this question 
which you have raised and the fact that in all questions of a similar 
character where a quasi-judicial body is making a decision, you have 
offered an analogy in the judicial courts. 

I have always felt that we ought to approach as nearly as possible 
the judicial courts, but I must state that the subject matter with which 
we are dealing in a quasi-judicial body is substantially different than 
the matter which a court is dealing with. The court is a tribunal set 
up for the adjudication of private citizens. As the Supreme Court 
said in a recent case, these quasi-judicial bodies are given the task 
of developing and promoting a national system of communications, a 
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national system of transportation, a national system for the develop- 
ment of hydroelectric and fuel power or some similar national project. 

The civil court is not dealing with that kind of a question and I 
think the nature and character of the subject matter being a matter 
of public interest and a matter of the implementation of a policy puts 
a somewhat different light upon the whole problem. 

I suppose that is why we are called instead of judicial agencies, 
quasi judicial agencies. The quasi, I assume, arises from the f act that 
we are not dealing with private interests and the adjudication of pri- 

vate rights, but we are dealing with the implementation of the na 
tional polic y which Congress has laid down but which Congress has 
asked shall be administered in a judicial manner. 

It is a fact that we have to take consideration of that. So when I 
appear before an appropriations committee, from one point of view, 
the point of view which you pointed out we would be defending a 
decision which we had reached judicially, but from the other a 
of view we would be reporting as an agency of Congress to the leg 


lative powel which had comn itted to us the In plementation of a 
national transportation policy which they would feel they have a 
right to have a continuing interest in and a continuing supervision 


toward what is done in carrying out that policy. 

Mr. Mi ‘CORMACK. While it’s true that the courts are interested 
carrying out judicial interests, the effect might be of national concern. 
The constitutional ity of an act migh t be linaned On a case } ending before 
the court. So the results of many cases concern our national policy. 
That is true, isn’t it? 

Mr. Ryan. Yes. 

Mr. McCormack. It has been suggested to me could the Ap propri ia 
tions Committee conceivably challenge decisions as to railw: ivy and 
ship pay rates. 

Mr. Ryan. Railway and ships? You are speaking of the air-mail 
rates ¢ 

Mrs. Cuurcu. Perhaps Mr. Heselton, our colleague from Massa 
chusetts, would like to ask that question. 

Mr. Hesevron. I think possibly Mr. Ryan has indicated that the 
Civil Aeronautics Board is the o nly Government agency we know of 
that is fully familiar with all these intricate facts. I don’t know 
whether it is quite an analo ey. I wonder if historically the Appro 
priations Committee had ever challenged the decisions as to railro id 
mail pay or ship mail pay. They have been involved in appropr 
tions questions and I do not reeall any instance when they y ever chal. 
lenged the quasi judicial decision as to the amount of mail rate pay. 

Mr. Ryan. For Ld years we have had to defend ourselves be fore 
committees of Congress and we thought, rightfully so, you had ques 
tions about our decisions in an actual case, a rate case or the oranting 
or failing to grant of a particular new route. We are thoroughly 
familiar with this function of having to give an account and having 
to defend our decisions. 

Mr. McCormack. Coneress has challenged the payment of sul 
sidies in the construction of passenger ships? 

Mr. Ryan. Yes. 

Mr. McCormack. I am not exploring this so far as these hearings are 
concerned because even before these hearings I read the plan and I] 
realized the situation and I think that the purpose involved is to 
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set up, separate the subsidy payments from the Post Office Depart- 
ment. I think that is right. Mr. Heselton and Senator Kennedy have 
done valiant work in that direction. I am for the plan but I wanted 
to explore it because we are all human beings and when we are put 
in a position of serving two masters it is pretty difficult to do so. 
I find myself in great difficulty when I am put in that position, just 
being a human being and where you are sitting and making an objective 
finding as to the evidence on the subsidy, and then you have got to 
come up and defend it before the congressional committee and Con- 
gress itself, it will be pretty difficult for me to eliminate that fact from 
my mind when I am sitting on the first question, the judicial aspect. 
I might be looking for reasons to reduce the amount that I am going 
to ask, that we will have to ask in Congress and to that extent I might 
be unintentionally, from a human angle, doing something that would 
be an injustice to the airline. 

Mrs. Sr. Grorce. Isn’t your position very similar to the position of 
the Civil Service Commission now that it is facing parcel post rates? 
They are going to have to justify that too. I have been called to a 
committee hearing on those rates so I know that is coming up and 
that has been done for a long time because the Civil Service Com- 
missioner always had that right and the law says they have got to 
do it. 

Mr. McCormack. You mean the Interstate Commerce Commission ? 

Mrs. Sr. Grorcr. Yes, I am sorry, I meant the Interstate Commerce 
Commission. 

Mr. McCormack. Members of Congress might disagree with the 
decision of the Civil Aeronautics Board, but I do not think Congress 
could challenge your judicial decisions. 

Mr. Ryan. I think Coneress has made pro\ isions for review by the 
courts but I do think that the Civil Aeronautics is in a somewhat dif- 
ferent position and more exposed to supervisory influence. 

Mrs. St. Grorce. I wanted to ask you whether there was a very big 
difference between the two. 

Mr. Ryan. The reason for that is that the Interstate Commerce 
Commission is not disposing of Federal funds which could be dis- 
posed of by the Congress. I am referring to the subsidy. 

Mrs. Sr. Grorce. Not in this partic ular case, cert: ainly. 

Mr. Ryan. And the Civil Aeronautics Board is doing just that thing, 
so that gives the Congress and the congressional committees a closer 
interest in the function. Originally the Congress itself undertook 
to do these things. 

Mrs. Str. Grorce. That is what happened in regard to parcel post; 
Congress did not act and so finally the Interstate Commerce Com- 
mission had to act. 

Mr. Ryan. I appreciate Congressman McCormack’s obvious con- 
cern for the judicial character of these quasi-judicial tribunals. I felt 
that it was one of the very big problems that faced the Board from 
the beginning. It is of such acharacter technically that it is difficult to 
get any proper enthusiasm concerning it. There have been great 
advances made upon it but there are still further advances to be made 
on it. I don’t know when you will get a completely judicial decision 
from an administrative body unless you put black robes upon them 
and make them judges just like the other Federal judges, for life, 
but that is not practical because they are dealing with the implemen- 
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tation of national policy instead of adjudicating private interests and 
private rights. 

Mrs. Sr. Grorce. I think you brought out that difference very well. 

Mrs. Cuurcu. Have you ‘anything that you would like to ask, Mr. 
Heselton / 

Mr. Hesevron. No, thank you, Madam Chairman. 

Mrs. Cuurcu. Have you any questions, Mr. Brooks? 

Mr. Brooks. No, thank you. 

Mrs. Cuurcu. Thank you very much, Mr. Ryan. 

We will now hear from Mr. George D. Riley, member of the na- 
tional legislative committee of the American Federation of Labor. 


STATEMENT OF GEORGE D. RILEY, MEMBER, NATIONAL LEGISLA- 
TIVE COMMITTEE, AMERICAN FEDERATION OF LABOR 


Mr. Ritey. My name is George D. Riley, member of the national 
legislative committee of the American Federation of Labor, I am 
here in support of Reorganization Plan No. 10 of 1953, a plan which 
is conducive to good adminis strative housekee ping g, 

The several hundred million dollar postal deficit is accountable in 
considerable degree to the fiscal confusion of mixing mail pay with 
subsidies given air transport companies. 

The American Federation of Labor is desirous of seeing the deficit 
dissolved or considerably reduced. 

This is a plan which should have been submitted to the Congress 
years ago, because there could not have been any justification for con 
fusing subsidies with pay for transporting the mail. As stated on 


page 2 of the plan, some $50 million a year is being spent actually asa 
nonpostal expenditure. A number of our unions have long recog- 


nized such item as unjustified and as completely faulty bookkeeping. 

Certain influences thus far has been successful in delaying direct 
legislation aimed at the same purpose as is contained in Reorganiza- 
tion Plan No. 10. This subject has been before the Committee on 
Interstate and Foreign Commerce a number of times. 

One of the difficulties of the Post Office Department for many years 
has been that the Congress has had no direct control of the items 
chargeable to the postal system, while the Post Office Department has 
had to pay any and all cost items. This is as true with railroad mail 
pay as it has been with airline mail pay. At least the airline phase 
will be adequately met under the provisions of Reorganization Plan 
No. 10. 

You have heard the technical discussions on this plan, so that I am 
limiting my own remarks; and I am placing the endorsement of 
the American Federation of Labor on the plan here before you today. 

We would like very much to see the postal deficit reduced and we 
think that this plan will go naturally in that direction of either re- 
ducing it or perhaps contributing naturally to the vanishing point. 

This is not a technical statement. It is just a factual statement, 
and with that I would like to rest the case. 

Mrs. Cuurcn. Arethere any questions? Mrs. St. George? 

Mrs. St. Georcr. No questions. 

Mrs. Cuurci. Mr. MeCormack ? 

Mr. McCormack. No questions. 

Mrs. Cuurcn. Thank you very much, Mr. Riley 
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We will now hear from Mr. William C. Doherty, president of the 
National Association of Letter Carriers. 


STATEMENT OF WILLIAM C. DOHERTY, PRESIDENT, NATIONAL 
ASSOCIATION OF LETTER CARRIERS 


Mr. Donerry. Mrs. Church, Mrs. St. George, and Congressman 
M Cormack ; my name is William C. Doherty. I am president of 
the National Association of Letter Carriers and, also, vice president 
of the Amevioan Federation of Labor. Itisa p yleasure to be accorded 
the > oppo tun ty to appear be fore you this morning. 

| have had the pleasure of bel Ing ide n tified with the postal service 
for the past 30 vears, and have the privilege of being president of 
an a saaketion of men who have dedicated their lives to the service 
ideal in t] e postal service. 

We are in favor of reducing the postal deficit by separating sub- 
sidies to airlines from the postal expenses and providing that the 
post office shall not have to pay more than the cost of the mail services 
actually rendered by the air companies plus a fair return. 

We believe Reorganization Plan No. 10 by President Eisenhower 
is a tep in the rioht ad rection, { ¢ ind we beliey » it should be followed 
up by passage of the Keni edy Hes elton Reonei bill, H. R. idl, 
1360, or TL. R. 4222. 

I wish to make it , Madam Chairman, that on approving Re- 
organ sistas Pla Mest 10 the National Association of Lotter Carriers 
has in no way oaaaa its position from advocating the necessary 
le oisiat on as shown in our pos ition during the foll owing heari ngs on 
uirmail subsidies: 

1. My statement before House Interstate and Foreign Commerce 
Committee. Sist Congress, page YD59, favoring H. R. 2908 of S8lst 
Congress which is now H. R. 131 of the 83d Congress. 

2. Statement by Dan R. Sullivan, vice president of the National 
Association of Letter Carriers before the Senate Interstate Commit- 
{ee, page 583 favoring S. 436 of the 82d Cons oTess, in its original 
form, which is now H. R. 131-S. 1360 of t he 83d C ongress. 

3. My statement before the House Interstate Committee, 824 Con- 
eress. page 211, favoring H. R. 508 of the 82d Congress, now H.R. 
151-S. 1360 of the 3d Congress. 

In other words, Madam Chairman and members of the subcom- 
mittee, we favor the President’s Reorganization Plan 10 and only 
feel it does not go far enough ‘ F 

Of course, the Presicent cannot himself, by administrative or ex- 
ecutive action, go further ed ause it is necessary to amend existing 
law, and this step requires legis lation as proposed in the Kennedy- 
Hes Itoen Rooney bill. 

Plan 10 will contribute to reducing the postal deficit which has 
been alleged in the past as the reason tor the undesirable curtailment 
of service to the public 

Even more economy and even greater reduction of the postal deficit 
will result, in our opinion, with passage of the Kennedy-Heselton- 
Rooney bills to protect the post office from having to pay more than 
the cost of service actually rendered. 

We believe that plan No. 10, if followed up.by the necessary im- 
plementing legislation, will reduce the postal deficit by more than 
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$80 million per year and will hasten the restoration of aclequate serv- 
ice to the public. 

I have given this subject extensive study not only in my 30 years’ 
connection with the postal service but also, recently, as a member of 
the advisory council to the Senate Post Office and Civil Service Com- 
mittee. 

Phe letter carrier performs a service which is indispensable to the 
personal and bus enews life of this country. There is no use spending 
billions of dollars on lightning-fast transportation of the mails by 
air if these same ‘mails after arrival at the city of destination are 
going to wait almost a whole day, and in some cases longer, because 
of reduced deliveries to the public. 

It may be in the national interest to continue air and other subsidies, 
but subsidizing airlines should not be a burden on the post office. 
Separation of these subsidies from compensation for the cost of carry- 
ing airmail will hasten the day when we can truthfully say that 
America has the finest mail service in the world. 

Mrs. Cuurcu. Thank you. Mrs. St. George, have you any ques- 
tions ¢ 

Mrs. Sr. Groree. Mr. Doherty, it is always a pleasure to see and to 
hear you. 

Do you not think that airmail comes pretty close to paying for itself 
if it were divorced from all the extra subsidies ? 

Mr. Douerrty. If you took the loading out of it, I believe it would 
pay for itself. I like this Reorganization Plan No. 10. My position, 
to be ee is that it does not go far enough. 

Mrs. Sr. Grorcr. I might agree with you, but I think it is a step 
in the right direction and we must get the implementing legislation 
later. 

Mr. Douerry. Only recently the police and firemen in the District 
of Columbia, with your able assistance in the House of Representa- 
tives, received what I considered to be a substantial increase in wag 
and rightfully so, and I compliment them and I compliment the Cc on 
gress for having given them that worthy and long overdue increase. 

But letter carriers right here in the District of Columbia cannot get 
an increase in wages because the money that would go to them goes to 
subsidies, both hidden and direct. 

So it becomes necessary for us to come before committees such as this 
and impose upon your valued time in trying to make our case so that 
the bugaboo known as the postal deficit will be partially or completely 
eliminated and postal employees can then be treated like other Federal 
employees. 

Mrs. St. Grorer. The point, I think, is very well brought out that 
you can send a letter by airmail across the continent and this I know to 
be true in my own city of New York, and then the letter will wait at 
least 12 hours for delivery after it has come across the continent. I 
think that is happening i in many of our big cities all over the country. 

Mr. Donerty. That is true. It is happening every day. Mail is 
sped from Los Angeles to New York or Boston in 12 or 18 hours and 
then it is delayed about the same length of time in the local post office. 
Now generally they talk about tons of mail or ton-miles of freight or 
passengers, but the people I represent deliver mail on foot. It seems 
somewhat archaic to speed mail by the most expeditious means possible 
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d then de lav it 24 or 36 hours after it arrive at the destination and 
oftentimes it rests in a street letter box for 12 hours or more before it is 
| eked i} i he office of origin 

The Pr mn ter General 1s 1 ugurating 1 key places miol frequent 
} cy wih \\ pro bly minate that lay. 

Mrs. Crurcu. Do vo e vy questions, Mr. McCormack ¢ 

Mi Mot MRMACK Ni qu tio} | Hh iv iy elad to see Mr 
Doherty 

M Cnurcnw. Thank ye e] much, Mr. Doherty. Is Professor 


marvil ere ¢ Wi ! ted Mr. Mar, n to testily as a re earch pro 
fessor of air ti port economics from Georgetown University, but I 
f k he prefers t ntified as the consultant to Senator Kennedy. 
Langdon P. Marvin, Jr. 
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the subiect you have before you today, because in my capacity as 
rol or of he Grad Scho 
wniversity, | wrote ; lv ¢ i es? Ma l se ration, ] 
which i! Vé end I l ( { I I have b a 
; os J 
K f M cl s Today I am appearing to present information 
[ hope may |} is l to ye nd, as a private citizen, to present certain 
: hich views are concurred in by the fol 
lowing members ( zens’ Committee for Subsidy Separation, nearly 
all of whom used t stil ; mg with myself, the Postal Affairs Task Force 
or y ¢ ‘ , t+ 
\orman i ve d I Feder | Beacon 
tre Bb on, l 


Mr. Walter O. Howe, ex tive vice president, Citizens Public Expenditures 
Dr. ¢ frey Lowell Cabot, elder statesman in aviation, former president, 
National Aeronau \ssociation and FAI, 77 Franklin Street, Boston, Mass. 
Mr. James F. Ho director, air transport division, TWU-CIO, 80-07 Broad- 


Mr. Michael Straight, f ier chairman, American Veterans Committee, 1416 


\ J I ( ! ) Bridge Street, New York, N. Y., honorary 


( ! i sé w York Board of Trad 
\ R Kh. Jr., I and drafter of first subsidy separation bill, 
» I ding, Washingt D. ¢ 
l y MM 1e l¢ iS ] ra 
Ss n, D, ¢ 
i VV ( 
\ J cm r < rman SKk¢ d Civil Aeronauties Board, 
) } P , k 
i ( mit for Subsidy Separation, 50 
Siai eet, bX n, Ma 
“sur re mn d favol f effective egislation to separate the hidden 
sirline subsidies from compensation for the cost of carrying airmail is exactly 
he sal is that which we took in my appearance before the House Interstate 
nd Foreign Commerce Committee on April 3, 1952, and also, when I appeared 
fore that me House committee on behalf of the Hoover Committee for Re- 


organization, on Februa 24, 1950, and May 24, 1950 
Briefly, we favor enactment at the earliest possible date of S. 1360, introduced 
by 24 Senators—Senators Kennedy, Aiken, Clements, Cooper, Cordon, Douglas, 


‘ son rillette, Hlennings, Humphrey, Ives, Jackson, Johnston of South 
Carolina, Kefauver, Kilgore, Langer, Lehman, Mansfield, Maybank, Mundt, 

Murray, Schoeppel, Smith of New Jersey, and Sparkman, and/or H. R. 151 b 
\ Heselton (Republican, Massachusetts) and-the almost 
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identical bill, H. R. 4222, by Congressman John J. Rooney (Democrat, New 
York). 

At present, the airmail lines are charging the Post Office Department about 
$140 million per year under the rather inadequate label “airmail pay” and the 
Civil Aeronautics Board, after several years of pressure and questioning from 
the Congress, has now admitted that no more than approximately $60 million 
per year of this vast sum represents compensation for mail services actually 
rendered. The difference, or $80 million per year, as estimated by President 
Kisenhower in his message of June 1, 1953, transmifting plan No. 10 to the 
Congress and to your committee, represents simply a hidden subsidy to the 
recipient airlines, a subsidy given without the knowledge or consent of the tax 
payers or their elected representatives in the Congress. 

It was over 4 years ago, Madam Chairman, that the Hoover Commission 


unanimously recommended that airline subsidies should be paid “by open ap- 


propriations om x fun and not imposed upon Post Ollice o1 
user's in this hidden manner.” 
The former Chairman of the Commission on Organization, the Honorable 


' 
Herbert Hoover, wrote 


the most practical and accurate way to separate these two types of payments 
is to base the determination of the mail pay upon what it costs the carriers to 
furnish mail-carriage services to the Post Office.’ 


TI ame recommendation for legislation e blishing the cost standard 


+} } 


as made by the House Appropriations Committee (H. R. 685, 82d Cong., by 





It is rec mended that les lation be enacted ) parate I f Lie 
from compensation for the cost of carrying airmail 

It was this very ]} t that is elnpl 1 in so cle L by ! r Ker 
I s letters of M > and May 14 to Mr. Gerald Mor of the W e |] 

f ! ft JK \ ( I 
B d il wal also by ¢ ‘ hh ode 1 W é 
letter of M 0 Mr. Atkinson, of the Budget \ l, 1 of whicl 
receded the i ce on June 1 of Reorganization Plan 10 and its ace ny 
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ng message by the President to the Congress 








isk your peri 1@ Sl 1ittee, 
to insert these letters I I p 
for an understanding f President 
isenhower in his message to the Congre for legislation in additi » plan 
10 which you now have before you. 

The letters by Democratic Senator Kennedy and Republican Congressman 
Heselton made the point that establishing a proper cost standard for mail pay, 
which is essential for effective separation of subsidies from mail pay in cord 
ance with the recommendations of the Hoover Commission, requires legislation 
and is therefore beyond the powers of the executive branch and requires legisli 
tion by the Congres 

Subsequent to receipt of these letters by the Executive Office of the President 
Presid Kisenhower recommended in his message to the Congress of June 
1, 1953 
an amendment to the Civil Aeronautics Act to provide specifically that con 
pensatory rates for mail transport ition should be based on the cost of render 
mail service, plus a fair retul 

Chis recommendation of President Kisenhower would effectively 
out through enactment of Congressman Heselton’s H. R. 131 or Con man 
toone)y i, R, 4222 or Senator Kenn S 

The Heselton-Kent! ly bill ( Hicl s Tully 
Sist Cong.) with only minor chang passed the House of 


unanimously on December 11, 1950. While it did not become law because 


failure of the Senate at that time to act on it, this unanimous action by the 
House constitutes an important precedent and an indicat i ¢ 
ment that effective airmail subsidy separation legislation should be en: 

Therefore, if you believe in a full and effective separation of subsidies from 
“airmail pay,’ we hope that your subcommittee report to the Congress will 
recommend enaciment of this legislation to implement Reorganization Plan 10, 
and put teeth in it. 

While pian 10 is a step in the right dire 
that needs to be done, and it would be a great mistake if the impression were 
given out that in approving plan 10 the Congress considered the airmail subsidy 
separation reform to have been adequately taken care of. 





ion, it does not do the hole ob 
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This point is made in very convincing fashion by Republican Congressman 
Heselton, Congressional Record, June 1, 1953 (pp. 5993-5996) and by the Demo- 
cratic Senator Humphrey (on behalf of Senator Kenuedy) in the Congressional 
Record of June 4, 1953 (pp. 6282-6283). 

There is another point, Madam Chairman and members of the subcommittee, 
that I believe can well be clarified in your committee report and that is to ex- 
press your understanding in approving plan 10 that it provides, commencing 
with the next request after October 1, 1953, for appropriations for “need” or 
subsidy payments to any airlines to be removed entirely from the appropriation 
of the Post Office Department and to be presented as part of the request for 
appropriations by the Civil Aeronautics Board. I believe that such is the intent 
of plan 10, inasmuch as section 1 of plan 10 transfers from the Post Office to 
the CAB the function of paying that part of so-called mail pay which is attribut- 
able to the word “need” in the Civil Aeronautics Act. It needs clarifying, 
however, because section 3 provides for transfer from the Post Office Depart- 
ment to the Civil Aeronautics Board of unexpended balances of appropriations 
and such a transfer, even though intended only as a temporary measure might 
be stretched in future years unless the Congress were to express in the report 
of your committee its understanding that plan 10 calls for separate and open 
appropriations for any need or subsidy payments to any airlines which will be 
charged henceforth to the Civil Aeronautics Board and not to the Post Office 
Department. 

There is another very important reason for recommending enactment of 
H. R. 131, H. R. 4222, or S. 1360 in addition to approving plan 10, and that is 
to make adequate provisions for annual congressional approval over any subsidy 
appropriations. 

Because of her long service on the House Post Office and Civil Service Com- 
mittee, Mrs. St. George will, I am sure, recall the very forthright recommenda- 
tion made by her committee during the 80th Congress, under the chairmanship 
of Congressman Rees: 

“It is the recommendation of the committee that the subsidy element in air- 
mail pay be separated. It has been suggested that this could be arrived at by 
accounting procedure in the Post Office Department. However, this procedure 
would not eliminate the basic objection which is that, under the present situa- 
tion, we have an administrative board allocating public funds through which 
basic public notices are established without action directly by the Congress” 
(H. R. 1958, 80th Cong. ) 

Since it is beyond the power of the executive branch of the Government to 
change substantive law, it is beyond the power of Reorganization Plan No. 10 
to remove the word “need” from the Civil Aeronauties Act, and it is this little 
word “need” which has permitted this whole “airmail pay” system to get out 
of hand in recent years. As you can see from the graph which I am display- 
ing, “airmail” has more than tripled in the last 7 years, and this year has shot 
up right off the top of the graph. 

Hence, under Reorganization Plan No. 10, if no further legislation were en- 
acted by Congress, the combination rates fixed by the Civil Aeronautics Board 
for transportation of mail ‘including both service mail pay and “need” or sub- 
sidy payments) could probably be enforced by the airlines as a right in the 
courts, even if there were no available appropriations from which payment could 
otherwise be made. 

Therefore, under plan 10 without implementing legislation, the Congress and 
the taxpayers would be powerless to save a nickel. 

Therefore, we would continue to find the same “basic objections,” which Con- 
gressman Rees and his committee deplored 5 years ago, namely ,that the Civil 
Aeronautics Board could obligate “need” or subsidy payments to the airlines 
without action directly by the Congress. 

The situation under H. R. 131, H. R. 4222, or S. 1360, would be very different, 
and the airlines would have no claim in the courts against the Government, and 
the Civil Aeronautics Board would be unable to obligate subsidies to any air- 
line in excess of moneys already appropriated by the Congress. Hence, under 
H. R. 131, the taxpayers would then have a chance to save some money or eise 
to insist on getting greater value for defense out of the money that is being spent. 

Such a change would conform with the recommendation of the Hoover Com- 
mission in its report on Federal business enterprises recommending that “losses 
and subsidies be made clear each fiscal year and passed upon by the Congress.” 

In conclusion, Madam Chairman and members of the subcommittee, we feel 
that approval by you of Reorganization Plan 10 would be a step in the right 
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direction provided it is understood that henceforth there shall be separate and 
open appropriations for subsidies to any airlines and further that it is under- 
stood that there should be imp!ementing legislation along the lines of H. R. 131, 
first to establish as a matter of definite legislation policy the cost standard for 
mail payments; and, secondly, to restore to this and future Congresses un- 
fettered authority to control each year the total amount of public money to be 
devoted to subsidizing airlines. 

Mr. Marvin. Madam Chairman, Mrs. St. George, and Congressman 
McCormack, I went over the above statement last night with Senator 
Kennedy and again this morning I have to make a few departures 
orally to take care of matters which he desired because I am working 
as a consultant for him on this and certain other matters. As I stated, 
I do claim to know something about the subject because last year 
I did write a study which was published by Georgetown University 
which gives a good deal of background of the question of separating 
the subsidies from the mail pay. 

I might say that the thoughts that were in the statement have been 
concurred in by the persons listed in my prepared statement above. 
The position that we have always taken, Mrs. Church, has been 
favor of ellective legislation to separate the subsidies from the mail 
pay, and that is the position that we took when I appeared as a private 
cit zon last April before the House Interstate Committee and on behalf 
of the Hoover Commission in 1950 on two occasions before the House 
ce ee e. The bill, which I have copies of, which we are in favor 
of, is the Kennedy-Heselton-Rooney bill, introduced by the 24 Sen 
ator aaa I have mentioned of both parties and in the House by 

Mr. Heselton and also by Mr. Rooney. 

The separation reform has, as you know, been recommended by 
seven congressional committees under the chairmanship of men of 
both parties. 

The first recommendation actually by any congressional committee 
was made by the House Post Office Committee, on which Mrs. St. 
George has served so long, and that was back in the 80th Congress, 
House Report 1958 by Mr. Rees, and the Hoover Commission came 
along in 1949 and recommended in the Post Office Report that, instead 
of the present system, that the subsidies, any subsidies should be made 
“by open appropriation from the tax funds and not imposed upon the 
Pot Off-e or the mail users in this hidden manner.” 

The House Interstate and Foreign Commerce Committee has the 
most comprehensive report, House Report No. 3041 of the 83d Con- 
gress and in 15 pages it discusses the Heselton-Kennedy bill which 
subeiciesttiy. with a few minor changes, unanimously passed the 
House. It was never acted on in the Senate and never became law 
but as far as the Horse of Representatives is concerned, it is a unani- 
mons action and a very import: int precedent. 

The Appropriations Committee of the House in the report by Mr. 
Rooney in the 82d Congress has already recommended legislation. I 
mention that because the fundamental thought I wanted to express 
here is that there is nothing cbjectionable to plan No. 10, that it is a 
step in the right direction. It is a small step, however, and it would 
be most unfortunate if it were not understood that it is just a beein 
ning and that legislation is needed to do the job. I believe the various 
reports that I have mentioned have all been unanimous that legisla- 
tion is needed, that the Civil Aeronautics Act must be amended. 
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Postmaster General Summerfield, on May 12 of this year, before the 
Senate Appropriations Committee, recommended “legislation” and 
President Eisenhower has recommended it in the message that accom- 
panies plan No. 10. The situation at the present time is that the air- 
mail companies are charging the Post Office somewhere around $140 
million a year. Now, the Civil Aeronautics Board never used to give 
any kind of an estimate even within a range of $40 million or $50 mil- 
lion of how much of that was subsidy. With the incr ‘easing pressure 
from Congress and very pointed questions, they have admitted that 
perhaps $60 million would be compensation for services actually 
rendered. $60 million from $140 million leaves $80 million which 
President Eisenhower in this message that accompanies his plan No. 
10 estimated was the extent of the subsidy element. That is the high- 
est estimate yet. The further you look into this the more there ap- 
pears to be subsidy and the less there appears to be pay for services 
rendered. 

The mail pay thing has really gotten very badly out of hand in re- 
cent years. 

I would ask Miss Bishop if she could display the graph of mail 
payments to the companies, and you will see that the thing starts to 
do a very rapid climb in the fiscal year 1946, and this graph only car 
ries it iaivoesti] 951. It has since gone off the top of the graph paper, 

‘he reason 1s “at the existence of this word “need” in the C ivil 

\eronautics Act. 

Mrs. Cutrcen. Have you a breakdown of what is domestic pay- 
ment and what is international payment ? 

Mr. Marvin. Ido. I do not have it on the graph. The Post Office 
has always run a much heavier deficit on the international mail than it 
has in the domestic mail. Of course, they never know for years how 
much they are going to pay retroactively. I believe there is a case 
kicking around in the Civil Aeronautics Board now in which the sums. 
which to me are astronomical and to my astonishment total up to 
something like $100 million in claims for back years so that the Post 
Office may not know for 5 or 6 years how much they will be soaked by 
the Civil Aeronautics Board in the way of the carriage of interna- 
tional mail. 

When I say that the system has gotten out of hand, I do not believe 
it ‘is an exaggeration. ‘This word “need” and how it got into the act 

sa very interesting thing. In the hearings in 1938 when it was put 
in, you will find that Colonel Gorrell, who at that time represented the 
Air Transport Association, the same association from which I under- 
stone Mr. Tipton was to be here today, Colonel Gorrell testified and 

gave as the reason before the House Interstate Committee in hearings 
on H. R. 9378 of the 75th Congress: 


Last year the alleged subsidy to domestic airlines amounted to only $400,000. 


It was said at the time also that the subsidies were to taper off 
within a few years. I believe the understanding was sort of 10 
years. I go back to the graph to show you that far from tapering 
off, the sy have tapered in r: ather the oppos site direction. 

In the domestic thing solely, if you are interested in that, as distinct 
from the other, that means by 1951, instead of tapering off the domes- 
tic airline subsidies had multiplied 85 times in 14 years. These temp- 
orary subsidies, as I am sure you are very familiar with other parts 
of the Government, have a habit of becoming very permanent, indeed. 
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I want to say that I think one thing that will be very helpful here 
and I am glad to see Mr. Hughes’ statement from the Budget Bureau 
helping to clear that up, would be a clear understanding on the part 
of the committee in favorably reporting plan No. 10 that after 
October 1 no more appropriations to the Post Office be given that in- 
clude subsidies. If there are to be any appropriations after October 
1 for subsidies, they would have to come down from the Civil Aero- 
nautics Board and would have to be charged to the Civil Aeronautics 
Board, separately in open appropriations. I think the plan is intended 
to do that, and I believe the spokesman for the Budget Bureau bears 
that out, and if that is the understanding I think that is a fortunate 
step. I think that is helpful. 

Now, the other essentials and fundamental points in separating sub 
sidies from mail pay are not covered in plan No. 10, and I think 
perhaps because of the fact that the Executive cannot change sub- 
sidive law, I would hope very much that this committee would express 
its understanding that implementing legislation is needed. 

President Eisenhower said on June 1 that it was necessary to have 
6b, . , . s °c . . ida cificallv 

an amendment to the Civil Aeronautics Act to provide specifically 
that compensatory rates for mail transportation should be based on 
the cost of rendering mail service, plus a fair return.” 

I would ask your permission, Madam Chairman, if I could offer for 
inclusion in the record at this point some letters that previously, prior 
to the issuance of the President’s message, were sent to the White 
House by Senator Kennedy. 

Mrs. Cuurcn. Is it the opinion of the subcommittee that such cor 
respondence is germane to this hearing? 

Mr. McCormack. Oh, yes. 

Mrs. Cuurcn. Without objection, it will be inserted. 

(Documents referred to are as follows :) 

UNITED STATES SENATE, 
Washington, D. C., Tuesday, May 5, 1958. 
Hon. GERALD D. MorGan, 
Legislative Staff, The White House, 
Washington 25, D. C. 

Dear Mr. MorGan: Mr. Marvin has reported to me on his conversation with you 
last Thursday on the subject of the proposed reorganization plan on airmail 
subsidy separation. 

I am of course indeed glad that somebody as well informed as you is handling It. 

Concerning your draft plan, I have sought the advice of legislative counsel 
(Mr. LeRoux) as well as of 2 or 3 lawyers who have been particularly helpful i 
the airmail-subsidy-separation legislation since I introduced the first bill some- 
what over 4 years ago on the same day that the Hoover Commission report on 
the Post Office was transmitted to the Congress, recommending the separation. 

Your draft reorganization plan seems to raise the following problems 

1. Validity of cost standard.—lIt has been suggested to me that there is danger 
that the cost standard, contained in section 1 of the proposed reorganization 
plan, goes beyond the authority of the executive branch. Of course it could be 
argued on one hand that the Civil Aeronautics Board has the authority now under 
existing law to determine the cost of carrying mail as distinct from subsidy, but, 
on the other hand, it could be argued that this cost standard imposes a require- 
ment on the Civil Aeronautics Board not expressly contained in existing law, and 
is therefore, in effect, adding a function to this agency, something which the 
Executive cannot do under section 5 (a) (4) of the Reorganization Act. 

The first airline not to receive all they wanted as “mail pay” might well take 
the matter to court, and if they did so, and tied it up for years in the courts, the 
chief advantage of the reorganization plan, namely, speed in separating subsidies 
from mail pay, might be lost. Therefore it might turn out that the legislative 
route in the long run would be not only surer but also shorter. 
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2. Effectiveness of the cost standard.—While I heartily subscribe to relating 
payment for carriage of the mails to the “reasonable and necessary cost to the 
air carrier,” which is the very language of S. 1360 introduced by myself and 
23 other Senators, I feel that the cost standard needs to be reinforced by adding 
thereafter something like this “* * * following a fair allocation of costs between 


mail, passenger, and freight services.” (This suggested language is borrowed 
entirely {rom the Hoover Commission Task Force Report on Regulatory Com- 


missions, p. 77.) 


3. Authority for a separate appropriation.—I am inclined to agree with the 
comments made to Mr. Marvin that the Reorcanization Act provides you with 
sufficient authority to set up a new appropriation, charged to the Civil Aero- 
nautiecs Board and not the Post Office, for the newly separate subsidies. How- 
ever, I believe this point should be checked with my distinguished colleague, 
Senator Cordon, at whose advice special language was introduced into 8S. 1360 
e 3, lines 4 through 6, author'zing such an appropriation. 

1, Congressional power over appropriations.—You will reeall that Congressman 
Rees, who was then chairman of the House Post Office Committee and is again, 
pointed out in his committee report that “it has been suggested that this (airmail 
subsidy separation) could be arrived at by accounting procedures in the Post 
Qiice De_artmen bhoweve ais proceaure id not eliminate the basic 
cb Or hich is that nde present siftuction. we have an administrative 
board allocating public funds through which basic public policies are established 
without action directly by the Congress.” SS. 1360 provides full and unfettered 
authority for the Congress to raise and lower each year the appropriations of 
public money which can be spent by the Civil Aeronautics Board in subsid’zing 
private airlines. There see to be seme doubt as to whether under your pro- 
posed reorganization plan the Congress would have this same power over the 
purse strings. As you know, the word “need” would remain in section 406 (b) 
of the Civil Aeronautics Act, and the Civil Aeronuatics Board would appear to 
cont nue to have authority to obligate public money for subsidy purposes without 
action directly by the Congress I am sure you appreciate that the main oppor- 
tunity for the taxpayers to save some money in this airline-subsidy situation is 
through progressively lower appropriations by the Congress for subsidies. Unless 
the Congress has an entirely free hand in determining the proper amounts of 
the subvidies and the uses to which they are to be put, we will be right back 
where we are now under the present law, with the same basic objection, which 
Congressman Rees so ably pointed out, 

Proper standards jor subsidy.—In addition since the reorganization plan does 
not remove the word ed” from the Civil Aeronantics Act, it is quite possible 
that “need” would be a contributing determinant for the combination figure of 





mail pay and subsidies which the Civil Aeronautics Board would award to air- 
lines As you have perhaps noted, 8. 1360 makes “national defense,” rather than 
the “need” of the airlines, the principal test for the granting of any subsidies to 
any companies Also the Civil Aeronautics Board would have to determine that 


and further the Civil Aeronautics Board wou'd have to take into account the 
potential revenues which an airline could get if it really exerted itself and the 
potential economies which an airline could achieve if it really tried, before 
awarding subsicy to any company In addition, as recommended repeatedly by 
both the Defense Department and the Postmaster General, S. 1260 embodies the 
term “any certificated air carrier” so that eligibility to apply for subsidies weu'd 
longer be confined to just the airmail companies House Report 3941 of the 
81st Congress pointed out that. “the committee feels that, with the separation of 
subsidy from airmail pay made by the bill, there is no logical basis for limiting the 
class of air carrier elivible for subsidy to those holding mail certificates, particu- 
larly in view of the fact that subsidy determinations are to be made with respect 
to furthering not 1 national objective but 3: that is. the national defense and the 
commerce of the United States, as well as the nostal service.” 
I wou'd not want this above discussion to indicate that I do not heartily approve 
of your efforts to accomplish this separation 
In order for a complete and effective job to be done in separating the subsidies 
from the airmail pay, it is of great importance thot this reorganization plan 
include the recommendations enumerated above. If this should prove impossible, 
then I believe in all frankness that it would be more desirable that the President 
recommend prompt passage of legislation along the lines of S. 1360, H. R. 131, or 


H. R. 4222 


subsidy is “essential,” a much tighter word than the present language of the act 








REORGANIZATION PLAN NO. 10 OF 1953 37 


If, instead of recommending legislation, the President were to promulgate an 
incomplete reorganization plan, the impression might well be created in the press, 
the public, and in the Congress that the separation problem had been solved and, 
hence, it would be extremely difficult to secure enactment of any supplementary 
legislation. 

If a recommendation for effective legislation were made by the President, with 
the precedent of favorable House action in the 8lst Congress, and with the fact 
that one-quarter of the Members of the United States Senate have now joined 
in sponsoring S. 1560, it is not unreasonable to predict that, with the President's 
support, such legislation could and would pass the 83d Congress. 

With best wishes, I remain 

Sincerely yours, 
JOHN F. KENNEDY 


UNITED STATES SENATE, 
Washington, D. C., Thursday, May 14, 1953 
Hon, GeraLp D. MorGan, 
Legislative Staff, the White House, Washington, D. ¢ 

Dear Mr. Morcan: Regarding my letter of May 5, I am enclosing a quotation 
from an opinion which I have just received from Mr. James DP. Radigan, Jr., Chief 
of the Ameri 
regarding the proposed executive reorganization plan which | thought might be 
of assistance to you. 

With hest wishes, I remain 

Sincerely yours, 





‘an Law Section, Legislative Reference Service, Library of Congress, 


JoHN EF. KENNEDY 


IXTRACTS FROM AN OPINION BY JAMES P. RADIGAN, Jr., AMERICAN LAW DIVISION, 
LEGISLATIVE REFERENCE SERVICE, LIBRARY OF CONGRESS 


Section 1 transfers the so-called function of the Postmaster General to pay the 
difference between the cost of mail transportation under honest, economical, and 
efficient management plus a fair return and the amount paid by the Postmaste 
General in compensation fixed by the Civil Aeronautics Board under section 406 
of the Civil Aeronautics Act of 1938 (52 Stat. 99S; 49 U.S. CL. 486) 


Section 406 (a) (38) of the Civil Aeronautics Act, provides: “ and the 
rates so fixed and determined shall be paid by the Posimaster General from 
appropriations for the transportation of mail by aircraft.” The Vostmaster 


General, under this provision, does not have two functions, i. e., to pay (1) the cost 
of mail transportation under honest, economical, and efficient management 
plus a fair return, and (2) to pay the difference between item (1) and the rate 
of compensation fixed by the Civil Aeronautics Board. Under the existing law, 
the Postmaster General is directed to do but one thing, viz: pay the rate of 
compensation fixed by the Board. This function is not divisible. Section 3 (1) 
of the Reorganization Act of 1949 (63 Stat. 203) provides for “The transfer of 
the whole or any part of any agency, or of the whole or any part of the functions 
thereof.” It does not provide for the division aud transfer of any part of a single 
function. Granting, argumento, that this is too narrow a construction and a 
part of a function may be transferred under the Reorgan‘zation Act, it would 
still not be possible to transfer a part of a single function uniess such party may 
he identified and isolated from the balance of the function. This may not be done 
in the present instance. 

Neither under the present law nor under the proposed reorganization plan is 
there a requirement that the Civil Aeronautics Board enumerate the allocations 
of amounts to the different factors used in arriving at the total of the compensa 
tion fixed 

Under the proposed reorganization plan, initially, the method of establishing 
compensation to be paid air carriers for transportation of the mails is to be the 
same as now provided by section 406 (b) of the Civil Aeronautics Act This 
original computation, apparently, is to be followed by a subsequent determination 
of an aliquot of the compensation, vi the reasonable, necessary costs of mail 
transportation services to an air carrier under honest, economical, and efficient 
management, plus a fair return. This second step is a new function granted the 
Civil Aeronautics Board, independent of any transfer of so-called functions of 
the Postmaster General, and is, therefore, improper under section 5 (a) (4) of 
the Reorganization Act of 1949, because it is an authorization to an agency to 
exercise a function not expressly provided by law at the time the plan is trans- 
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mitted to the Congress. The effect of this second step, also, in limiting the 
amount which the Postmaster General may pay, is in conflict with section 9 
(a) (1) of the Reorganization Act which provides that a statute not made 
inapplicable by or under authority of law or by the abolition of a function, shall 
have the same effect as if such reorganization had not been made. It is clear 
that the modification of section 406 (a) (3) of the Civil Aeronautics Act, which 
provides that the Postmaster General shall pay the compensation fixed and 
determined by the Civil Aeronautics Board, effected by the proposed reorganiza- 
tion plan is a change of statutory law. A legislative function such as a change 
of statutory law is not authorized by the Reorganization Act. Basic legislative 
power may not be delegated by Congress. (See Marshall Field v. Clark (1892) 
143 U. S. 649, and Panama Re fining Co. v. Ryan (1935) 293 U. S. 388.) 


UNITED STATES SENATE, 
Washington, D. C., Thursday, May 21, 19538 
R. C. ATKINSON, Esq., 
Bureau of the Budget, 
Executive Office Building, 
Washington 25, D. C. 

Deak Mr. ATKINSON: This letter is written in response to your request to 
Mr. Marvin as to whether or not the Congress would have tighter control over 
appropriations for airline subsidies under S. 1360, introduced by 23 other Sena- 
tors and myself, than under the proposed executive reorganization plan. 

The several legal opinions which I have received give a clear answer in the 
affirmative. 

Essentially your question relates to point 4 of my letter to Mr. Gerald Morgan, 
copy of which was supplied to Mr. Finan and yourself at the Budget Bureau. 

As noted in House Report 1958 of the 80th Congress by Congressman Rees, the 
‘basic objection” to the present law is that we have an administrative board, 
namely, the Civil Aeronautics Board, obligating public funds through which 
basic public policies are established without action directly by the Congress. 

In a number of decisions since passage of the Civil Aeronautics Act in 1938, 
the Civil Aeronautics Board has indicated that it felt somewhat obligated by 
the word “need” in 406 (b) of the Civil Aeronautics Act. I attach herewith copy 
of a legal opinion which I have received on this subject. Furthermore, the Con- 
gress has acted as if obligated to appropriate the amounts which the CAB has 
determined to be “compensation for the transportation of mail.” 

Since it is beyond the powers of the executive branch of the Government to 
change substantive law, the word “need” and other parts of the Civil Aeronautics 
Act which have been interpreted as providing the CAB with authority to create 
“an implied obligation against the Federal Treasury” will remain the law, and 
the necessary separation reform will not be achieved. 

As noted in the opinions of both Judge Prettyman and Judge Bazelon in the case 
decided only this month of Summerfield vy. Civil Aeronautics Board, the “difficul- 
ties” * * “are inherent in the statute and will persist so long as there is no 
express differentiation therein between compensation for mail service and need 
payt ents to subsidize the development of air transportation.” (Italics added.) 

“Therein lies the mischief’, as the judge so wisely pointed out. and the mischief 
of private air companies receiving “need” payments without the express consent 
each year of the elected representatives of the people will persist until the law 
is changed, and this change requires legislation and cannot be done simply by 


administrative action : , 

You have asked if the same difficulty would not pertain under S. 1360, were 
this bill the law of the land, as would pertain under the reorganization plan 
which is proposed. 

I think the answer is clearly in the negative. 


1. CONGRESSIONAL INTENT 


In the first place, it must be noted as a matter of congressional intent that the 
recommendation of the Rees committee—which was the first official recommen- 
dation by a congressional committee for separation of subsidies from airmail 
pay—-was devoted entirely to the question of giving Congress control over the 
spending of airline subsidies, that the sueceeding reports by the Senate Appro- 
priations Committees (S. Rept. 1889, 80th Cong.: S. Rept. 310, S8ist Cong.) em- 
phasize the desirability of having a separate and open appropriation for subsi- 
dies; that the Hoover Commission Report, transmitted to the Congress on the 
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same day that I introduced the first airmail subsidy separation bill recom- 
mended that the subsidies should be paid “by open appropriation from tax funds 
and not imposed upon the post office and the mail users in this hidden manner” 
and that, finally, the Hoover Commission also recommended that “losses and 
subsidies should be made clear each year and passed upon by the Congress” 
* * * » recommendation which none of us who have worked long and hard for 
the separation reform assumed to be a recommendation that the amounts of sub- 
sidies as requested or obligated by the Civil Aeronautics Board be passed upon 
by the Congress in a rubberstamp method. 

You will further find, as a matter of legislative history, that House Report 3041 
of the 8ist Congress which reported favorably the Kennedy-Haselton bill, which 
was subsequently unanimously adopted by the House, indicates that any airline 
subsidies are to be the subject of separate annual appropriations by the Con- 
gress, and, even more in point is the specific section on page 38 of House Report 
2439 of the 82d Congress, less than a year ago, regarding H. R. 508 (an exami- 
nation of the text of which will indicate that it is precisely the same as 8. 1360) 
which concludes that the separation bill * * * “leaves future Congresses un- 
fettered in their decisions to raise or lower airline subsidies.” 


2. LANGUAGE OF 8S. 1360 


You may further note that 8. 1360, page 4, line 8, states that the board is only 
empowered to make subsidy payments, and the words “and directed,’ which 
might possibly be interpreted in the future as giving authority to CAB to obli- 
gate money in the absence of congressional action, are conspicuously absent. 

Furthermore, you will observe that in S. 1360 (p. 4, lines 8 to 10) “the Board 
is empowered * * * to make * * * subsidy payments * * *” and that it is spe- 
cifically stated at the end of this section on subsidies (p. 5, lines 2 to 4) that 
“Payments under this subsection shall be made by the Board out of Sums appro- 
priated to the Board for such purpose. * * *” 

Clearly, then, the Civil Aeronautics Board would not have under 8, 1360 au 
thority to obligate public moneys for airline subsidies or “need” payments in ex- 
cess of moneys already appropriated by Congress. 

You have said that the succeeding words in S. 1860 (p. 5, lines 4 through 6) 
reading “and there are hereby authorized to be appropriate such sums as may 
be necessary to Carry out the provisions of this subsection” sound as if the Board 
could determine what sums are essential for subsidies and that the Congress 
would thereafter be bound to back up the Board with the necessary appropria 
tions. This language in §S. 1360 to which you refer was inserted at the sug- 
gestion of my distinguished colleague, Senator Cordon, for the simple purpos¢ 
of clearly authorizing an appropriation for the newly separated subsidies. In 
his letter of February 13, 1953 to me, suggesting the above language, Senator 
Cordon said: 

“IT do not want to appear to be unduly technical; I have, however, in the past, 
had some sad experience in this field and I do not want to leave open 
any question of full adequacy of the terms of the bill to effectuate the major pur- 
pose; namely, that of direct payment of air operation subsidies and complete 
separation from air mail transportation costs.” 

It is thus clear that complete separation was his purpose and that he had no 
intention of giving CAB authority to obligate funds and bind in any way the 
Appropriations Committee, of which he is a senior member. The words “such 
sums as may be necessary” very clearly mean those sums which Congress each 
year determines to be necessary. The decision here is in the hands of Congress 
and not the CAB. It is my understanding that such is Senator Cordon’s inten- 
tion and that his interpretation accords with my own, 

I have already commented on the basic fact that under S. 1360 the word 
“need,” which has been interpreted as having a certain binding nature, is specifi- 
cally deleted from law, although it would remain necessarily under your re 
organization plan. 

I should also like to point out that the subsidiary provisions of title IV of 
the Civil Aeronautics Act relating to the continuation in effect until specifically 
revoked of a certificate of convenience and necessity, and further requiring that 
mail be carried, both of which have been used by air companies in their argu- 
ments that the Government is obliged to obligate funds for the need of the ear- 
rier, are specifically negated in S. 1360 by inclusion of the provisions on page 5 
beginning with line 12 that the fact that an air carrier had been granted a 
certificate of convenience and necessity shall not be deemed conclusive of the 
issue as to whether its services are sufficiently required to justify any subsidy. 
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Finally, I should like to point out, as observed by Mr. Radigan, that 8S. 1360 
has the additional advantage over the proposed reorganization plan in that it 
grants a clear authorization for appropriations for subsidies as such, whereas 
the proposed reorganization plan would necessarily have to rely upon the old 
authorization for mail pay contained in the Civil Aeronauties Act, thus inevit- 
ably perpetuating a certain confusion between what should be two entirely 
separate and distinct appropriations, namely, one to the Post Office for compen- 
sation for the cost of carrying airmail and another to the Civil Aeronautics 
Board for such subsidies for such purposes as the Congress each year deems 
proper. 

CONCLUSION ON CONGRESSIONAL POWER OVER APPROPRIATIONS 


I am advised in a legal opinion that under the present law (and hence equally 
so under your proposed reorganization plan) the combination rates fixed by the 
Board for the transportation of mail (including both mail pay and subsidy) 
could be enforced by air carriers as a right in the courts even if there were no 
available appropriations from which payment could otherwise be made. 

By contrast Mr. LeRoux, of Senate legislative counsel, advises me that, in his 
opinion, under S. 1360, the airlines would have no claim in the courts against the 
Government, and the Civil Aeronautics Board would be unable to obligate sub- 
sidies in excess of monies already appropriated by the Congress. 

Iam glad to make available to you and the legislative staff of the White House 
any or all of the several legal opinions wh'ch I have received from Senate legisla- 
tive counsel, the American Law Section of the Library of Congress, and several 
well-informed attorneys which seem to substantiate the point of view expressed 
above, namely, that your proposed reorganization plan inevitably permits the 
CAB to continue to have a certain amount of authority to obligate funds for 
subsidies without action directly by the Congress, whereas under 8. 136) the 
total dollar figure for all subsidies to any airlines would have to be specifically 
appropriated each year by the Congress. 

I believe that legislation is necessary to change the basic difficulties in the 
present law and the long chain of precedents flowing from interpretations in 
various cases of the 1988 law There is a great temptation naturally to catch 
the nearest way, to handle airmail subsidy separation by a reorganization plan 
which can be quickly issued and quickly put into effect and which is, between 
promulgation and effective date, not subject to some of those deplorable amend- 
ments which you and I equally oppose 

However, the material and the legal opinions quoted or referred to above are 
in substantiation of point 4 in my letter of May 5 to Mr. Gerald Morgan. 





4. COST STANDARD 


In further substantiation of point 1 in my letter of May 5 to Mr. Morgan, I 
attach herewith an extract from an opinion of May 20 from Allan H. Perley, 


egislative counsel of the House of Representatives, to my distinguished col- 
eague, Congressman John Rooney, author of H. R. 4222, which is one of the 
companion bills to my own S. 1360. IT want to make it doubly clear that it is 
essential to effective separation of subsidies from airmail pay that there be a 
clear dividing line between the two: that as former President Hoover pointed 
out, “the most practical and accurate” dividing line is that of the cost of mail 
services rendered: and that this cost standard, backed up by cost allocation, is 
necessary for any type of effective airmail subsidy separation. The attached 
opinion from Mr. Verley bears simply on the legal question of whether or not 
this necessary and desirable cost standard can be established by executive reor- 


1 
i 
1 
i 


ganization plan or other administration action, or whether legislation is required. 
Mr. Perley’s doubts on the possibility of establishing the cost standard by execu- 
tive action parallel those arrived at through quite independent research by 
Mr. Redigan, of the American law section of the Library of Congress, and 
Mr. LeRoux, of Senate legislative counsel. 

Without a cost standard, any executive reorganization plan would be ineffec- 
tive, and would, in effect, be simply a continuation of the type of “administrative 
separation” already promulgated by the CAB in 1951, the shortcomings of which 
as compared with the recommendations of the Hoover Commission and of the 
several congressional committees on this subject are dealt with in my speech of 
March 18, 1955 (Congressional Record, p. 21638). 

I am happy that Mr. Morgan writes that my previous letter of May 5 to him 
has been helpful to the Executive Office of the President, and I want to place 





REORGANIZATION PLAN NO. 10 OF 1953 41 


these amplifying legal opinions and facts before you, so that the President may 
determine whether or not it is wiser in the long run to do a complete and effec 
tive job of separation through enactment of the necessary legislation such as 
S. 1360, H. R. 131, or H. R. 4222. 

I hope that if I can be of further assistance to you or to Mr. Morgan or 
Mr. Willis that you will not hesitate to call on me, and I feel confident that we 
all share the same objectives of wanting to bring about this necessary separation 
reform in the most effective way possible. 

With best wishes, I remain, 

Sincerely yours, 
JoHN F. KENNEDY. 


ExTract From OPINtIon, May 20, 1953, From L&GISLATIVE COUNSEL, HOUSE OF 
REPRESENTATIVES (ALLAN H. PeERLEY) TO CONGRESSMAN JOHN J. Rooney, AUTHOR 
oF H. R. 4222, ONE oF THE COMPANION BILLs TO 8. 1360 INTRODUCED BY SENATORS 
KENNEDY, AITKEN, CLEMENTS, Cooper, CORDON, DoUGLAS, FERGUSON, GILLETTE, 
HENNINGS, HuMPHREY, Ives, JACKSON, JOHNSTON OF SoUTH CAROLINA, KE- 
FAUVER, KIicorE, LANGER, LEHMAN, MANSFIELD, MAYBANK, Munpt, Murray, 
SCHOEPPEL, SMITH OF NEW JERSEY, AND SPARKMAN (AIRMAIL SUBSIDY SEP- 
ARATION ) 


Section 1 of the tentative order would appear to split into two parts the funce- 
tion imposed upon the Postmaster General by section 406 (a), and to transfer 
one part of such function to the Board. The part so transferred to the Board 
would be the function of paying so much of the rates fixed by the Board as 
exceeds the rates fixed under the “cost” standard; and the Postmaster General 
thus would be left with the function of paying airmail rates fixed under the 
“cost” standard. 

This split or division of functions could not operate, of course, unless someone 
determined the rates to be paid under the “cost” standard and it is clear, particu 
larly from section 2 of the tentative plan, that this function is to be performed 
by the Board. 

It seems to me that if there is doubt as to the authority of the President, under 
the Reorganization Act of 1949, to submit a plan making the changes above 
referred to, that doubt would arise principally because of a limitation contained 
in section 5 (a) (4) of such act, which says: 

“Sec. 5 (a). No reorganization plan shall provide for, and no reorganization 
under this act shall have the effect of 

* * * * * * . 

(4) authorizing any agency to exercise any function which is not expressly 
authorized by law at the time the plan is transmitted to the Congress ;” 
[Italic supplied. | 


MEMORANDUM CONCERNING THE INTERPRETATION OF “NEED” UNDER SeEcTION 406 
OF THE CIVIL AFRONAUTICS AC! 


Section 406 (b), Civil Aeronautics Act, provides as follows: 

“In fixing and determining fair and reasonable rates of compensation under 
this section, the Board, considering the conditions peculiar to transportation by 
aircraft and to the particular air carrier or class of 2ir carriers. may fix different 
rates for different air carriers or classes of air carriers, and different classes of 
service. In determining the rate in each case, the Board shall take into consid 
eration, among other factors, the condition that such air carriers may hold and 
operate under certificates authorizing the carriage of mail only by providing nec 
essary and adequate facilities and service for the transportation of mail; such 
standards respecting the character and quality of service to be rendered by air 
carriers as may be prescribed by or pursuant to law; and the need of each such 
uir carrier for compensation for the transportation of mail su ficient to insure the 
performance of such service, and, together with all other revenue of the air car 
rier, to enable such air carrier under honest, economical, and efficient manage 
ment, to maintain and continue the development of air transportation to the 
extent and of the character and quality required for the commerce of the United 
States, the Postal Service, and the national defense.” 

This memorandum is concerned with the construction and operation of the 
italicized clause. 
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DECISIONS OF THE CAB 

In its first mail-rate decision, the Civil Aeronautics Board (then, the Authority) 
explained its ebligations under section 406 as follows: 

In fixing and determining fair and reasonable rates of airmail compensation, 
section 406 (b) of the act directs that the Authority shall take into consideration, 
among other factors, the condition that a holder of a certificate authorizing the 

lage of mail by aircraft must provide necessary and adequate facilities and 
service for such transportation, and must maintain such standards of service as 
may be prescribed, and sha'l further take into consideration the need of such air 
carrier for mail compensation ‘sufficient to insure the performance of such serv 
ice, and, together with all other revenue of the air carrier, to enable such air 
carrier under honest, economical, and efficient management, to maintain and con- 
tinue the development of air transportation to the extent and of the character 
and quality required for the commerce of the United States, and the Postal Serv- 
ice, and the national defense.’ 

“The above factors which the Authority is directed to take into consideration 
in fixing and determining fair and reasonable rates under the act, differ from 
the tests which, under the influence of judicial decision during the past 40 years, 
have been set up for the guidance of public regulatory bodies in fixing rates for 
public utilities and common carriers. The fixing of ‘fair and reasonable rates 
" il by aircraft’ under section 406 (a) 
and ) of the act involves the delegation of a broad discretionary power which 
must be exercised in the light of certain considerations which Congress has 
sper ifically presc ribed Those considerations were laid down by Congress in 
recognition of the vital relation which civil aviation bears to the domestic and 
foreign commerce of the United States, the postal service, and the national 
» of the industry as its economic and technical progress 
continues Sections 2 and 406, as well as other sections of the Civil Aeronautics 
Act, disclose the clear intent of Congress that the problems of civil aviation 
require special treatment” (Mid-Continent Airlines, Inc., Mail Rates, 1 C, A. A. 
6. 54-55 (Apr. 14. 1989) ). 

Referring to the “need” concept, the Authority observed 

“The need of the petitioner for greater revenues is apparent; but in fixing 
the rate of airmail compensation, in the light of the carrier’s ‘need’ as defined 
in the statute, certain general factors must also be considered. The airmail 
i g din terms of compensation which will be ‘suffi- 
cient to insure the performance’ of the mail service ‘and, together with all other 
revenue of the air carrier, to enable such air carrier under honest, economical, 
and efficient management, to maintain and continue the development of air 
transportation to the extent and of the character and quality required for the 
commerce of the United States, the postal service, and the national defense.’ 
It is thus in the light of honest, economical, and efficient management, broad 
public interest in the security and commercial welfare of the Nation, and the 
requirements of the postal service that the development of air transportation 
is to be fostered through the medium of airmail rates which take into consider- 
tion the ‘need’ of the carrier” (1 C. A. A. at 49). 

Later cases established the following principles concerning “need” of a 
carrier : 

(1) A mere showing of impaired working capital, irrespective of the cause 
thereof. does not prove “need” within the meaning of the act. 

(a) Inland Air Lines. Inc... Mail Rates (1C. A. A 5H. 162 (19389)): 

“ ‘Need,’ as we have already indicated, is an element in the ratemaking process 
which must be determined in the light of full inquiry into fiscal management as 
well as operating and accounting practices.’ [Emphasis added.] 

(2) Consideration of a carrier’s need should not be confined to that manifested 
in a segment of its system upon which mail is carried, to the exclusion of its 
need on other certificated segments serving commerce and national defense but 
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(a) Chicago and Southern Air Lines, Inc., Mail Rates (8 C. A. B. 161 (1941)): 

“The new act of 1938 discarded the route concept and established in its place 
the air carrier as the primary wnit around which the national air transporta- 
tion system was to be developed through the instrumentality of airmail compensa- 
tion. Section 406 (hb) directs this Board to take into account ‘all other revenue’ 
of that carrier. The ‘need’ is that of the air carrier as a whole and not that 
of any particular geographical division of its operations. This language pre- 
cludes the Board from confining its consideration of the carrier’s need to that 
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manifested on a segment of its system upon which mail is carried to the ex- 
clusion of its need on particular certificated segments of its system serving com- 
merce and national defense alone.” 

(3) The “need” to be considered is that of the air carrier as a whole and not 
that of any particular geographical division of its operations. 

(a) Pan American Airways, Inc., Latin-American Rate Case (3 C. A. B. 657, 
670 (1942)): 

“While we are here engaged in the determination of the fair and reasonable 
rates of compensation for mail transportution on respondent’s Latin-American 
service, it must be recognized that this operation constitutes only two divisions 
of the Pan American system. In our decision in the Chicago and Southern rate 
case we held that under the mandate of section 406 (b) of the Act directing us 
to take into account ‘the need of each * * * air carrier,’ the ‘need’ to be con- 
sidered is that of the air carrier as a whole and not that of any particular geo- 
graphical division of its operations. This principle applies with equal force 
to the several operating divisions of respondent and we will take the earnings 
found herein to have been excessive into account in determining ‘need’ on other 
divisions of the system.” 

(4) When an international carrier was found to have made “excessive earn- 
ings” under a previously established rate, the Board hetd, on economic considera- 
tions and considerations of policy under section 406, that any retroactive 
reduction in the rates of compensation requiring a refund to the Government 
would be inconsistent with the publie interest as envisaged by the act 

(a) Pan-American-Grace Airivays, Inc., Mail Rates (3 C. A. B. 550, 562-568 
(1942) ): 

“The earnings may in a limited period be unreasonably low or unreasonably 
high; nevertheless, the rates may still be reasonable if the average earnings 
over a reasonably extended period reaches a fair level * * * 

‘A policy which would permit the carrier to maintain average earnings on a 
reasonably stable level would have the added advantage of affording substan- 
tial relief from the burden of intermittent rate proceedings . 

“Tt must not be forgotten that the Civil Aeronauties Act is fashioned to a de- 
velopmental as well as a regulatory objective. Nowhere is this fact made clearer 
than in those provisions which set forth the standards for the Board’s guidance 
in the exercise of its airmail ratemaking function. The Board is required in 
fixing airmail rates to consider the need of the carrier for compensation which 
will permit it not only to provide for the carriage of the mail, but also to main 
tain and continue the development of an air transport system which will be 
adequate to the needs of our commerce and national defense.” 

(6) In American Export lirlines, Ine., Trans-Atlantic Service (2 C. A. B. 16, 
29-55 (1940)), the Board held that the above-mentioned development purposes 
of the act required it to encourage salutary competition under principles ordi- 
narily completely inapplicable to other regulated carriers and public utilities. 

(5) Where a carrier’s system is segregated into divisions, and the mail rates 
for a particular division are being determined, the Board will offset against the 
“need” of the division in question, excess earnings on other divisions of the 
system. 

(a) Pan American Airways, Ine., Alaska Mail Rates (6C. A. B. 61, 67 (1944)): 

“Section 406 (b) of the act directs that the Board in fixing mail rates shall 
take into consideration the ‘need’ of the carrier for compensation for the trans- 
portation of mail sufficient to insure the performance of service and, ‘together 
with all other revenue of the air carrier’, to enable the carrier to maintain air 
transportation to the extent and of the character and quality required for the 
purposes stated in the act. The Board's function therefore may involve, de 
pending on the circumstances of the particular carrier, either the fixing of a 
rate in accordance with the usual concepts of the reasonableness of rates as de 
fined by constitutional compensation for the carrier in order to meet its need 
for revenues necessary to carry out the objectives of the act. 

“We have previously held that the ‘need’ to be considered is that of the par- 
ticular air carrier as a whole, and not that of any particular geographical di- 
visions of its operations. We perceive no basis in respondent’s contentions for 
a change in this principle. Section 406 specifically directs us to find the ‘need’ 
of a carrier for mail pay in the light of ‘all other revenue of the carrier.’ ” 

Specifically interpreting the carrier’s “need,” the Board observed: 

“*k * * Tlowever, the ‘need’ of a carrier includes an element of profit or re- 
turn on investment in addition to the break-even need. We believe that a re- 
turn on investment at the rate of 10 percent per annum would afford respondent 
a reasonable return on the investment devoted to the Alaska services, 
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“The return on the average allowable investment of $2,247,121 at 10 percent 
per annum for the 2-year period amounts to $449,424. Adding this amount to 
the break-even need of $2,082,655 before mail pay, we find that the total ‘need’ 
of the Alaska division, excluding Ethel, amounts to $2,532,079, or 116.71 cents 
per revenue-mile flown in the base period. Since the actual mail revenues dur- 
ing this period amounted to $276,666, the ‘need’ for additional mail compensa- 
tion over and above mail pay already received is $2,255,413.” 

In transitional postwar period, the Board established a “uniform service rate’ 
for the so-called Big Four carriers (American, Eastern, TWA, and United). 
Mail Rate Proceedings, decided October 26, 145 (6 C. A. B. 551-607). In its 
opinion fixing a mail rate of 45 cents per mail ton-mile, the Board contrasted the 
“service” and “need” rates as follows: 

“The ‘service’ as opposed to the ‘need’ mail rate is not designed to meet the 
financial need of the individual carrier but rather it is intended to be fair and 
reasonable in terms of both the quality of the service and the reasonable and 
necessary costs under conditions of economical and efficient management” (Hast- 
ern Air Line 3, Tne. Mail Rates, 6 C. A. B. D511, 5D). 

In summarizing its interpretation of the statutory standard for the 

rate, the Board stated: 
“* * * it is our purpose to fix a service mail rate which will be high enough to 
provide reasonable security against the risks inherent in the dynamic and un- 
charted transitional period ahead and which at the same time will be low enough 
to provide a strong competitive incentive for economical and efficient manage- 
ment. It is our further intention to fix a service mail rate which over the transi- 
tional period will provide a fair and reasonable return on the used and useful 
investment although on the basis of reported results for selected short periods 
the rate may appear either unduly high or unduly low. 

“In order that these objectives may be realized and that the mail rates may be 
kept at a level reasonably in accord with the dynamic operating conditions which 
will prevail during the present transitional period and provide an adequate mar 
gin of security against the uncertainties and risks which may reasonably be en 
countered, we conclude that a mail rate of 45 cents per mail ton-mile is required” 
(6 C. A. B. at 558) 

The interrelation of the function of the Board in fixing mail rates under section 
406 and the appropriation function of Congress was considered at length in 
Chicago and Southern Air Lines, Inc—Mail Rates (3 C. A. B. 161 (1941)), dis- 
cussed above at page 2. A deficit had been incurred on a newly inaugurated route, 
prior to the designation of it as a mail route. The Post Office Department took 
the position that such a deficit should not be considered in determing the carrier’s 
“need.” The carrier had operated the route about 3 months before it was made a 
mail route. The post office had delayed in designating it as a mail route because 
it did not have sufficient available appropriation when the route was opened, and 
felt obliged to present the matter to Congress. The Board concluded that it could 
consider a nonmail route as a part of the carrier's operations in fixing mail pay. 
It contrasted the Civil Aeronauties Act of 1938 with the Air Mail Act of 1934 as 
amended in 1935. Congress had consciously adopted a principle which required 
the Board to consider the total certificated operations of the carrier, rather than 
merely the mail routes. Under the Air Mail Act, the Government could not as- 
sume responsibility to assist the expansion of nonmail routes which could then 
be operated without prior approval. On the other hand, the Civil Aeronautics 
Act of 1938 required a carrier to obtain a certificate of public convenience and 
necessity, so that there is no risk of the Government being required, by such an 
interpretation of section 406, to underwrite uncontrolled, haphazard expansion 
of air routes and schedules. 

The Board explained the binding nature of its determination as follows: 

“We are convinced that the Congress in the Civil Aeronautics Act of 1938 
intended to empower the Board, acting under the standards established by the 
Congress, to authorize the inauguration of service at such times and by such air 
carriers as are required under those standards. It seems clear, therefore, that 
when the inauguration of such a service is so authorized under the act by the 
Board, and when the Board as the agency of the Congress finds that Government 
support of such service is required under the standards set forth in section 406 
(b) of the act, the expenditure of airmail appropriations for that purpose is 
clearly one ‘authoribed by law’ within the meaning of the so-called Antideficiency 
Act. Complete discretion with respect to appropriations, of course, rests with the 
Congress : but it is equally clear that when a new service is authorized the general 
pattern of governmental support provided by the act looks forward to recurring 
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support through appropriations from year to year. In fact, section 401 (g) of the 
act provides that once a certificate of public convenience and necessity is issued it 
‘shall continue in effect until suspended or revoked as hereinafter provided, 
* * *': ond section 401 (h) of the act provides that a certificate may be suspended 
‘if the publie convenience and necessity so require’ or it may be revoked ‘for inten- 
tional failure to comply with any provision of this title [title IV] or any order, 
rule, or regulation issued hereunder or any term, condition, or limitation of such 
certificate * * *’ and there are additional provisions to the effect that no cer- 
tificate shall even then be revoked unless the holder thereof fails to comply within 
a reasonable time fixed by the Board with an order of the Board commanding 
obedience to the provision, or to the order, rule, regulation, term, condition, or 
limitation found by the Board to have been violated. Accordingly, we feel clear 
that Congress in the Civil Aeronautics Act has in effect said that a new service 
will be ‘authorized by law’ when the Board functioning under the act issues an 
appropriate certificate of public convenience and necessity authorizing such serv 
ice” (3 C, A. B. at 191-192) 
COURT DECISIONS 


There have been few judicial interpretations of section 406 In general, the 
courts have followed the construction adopted by the Civil Aeronautics Board 

In the only decision by the Supreme Court on the merits, TWA y. CAB (336 
U. 8S. 601, 69 Sup. Ct. 756 (1949)), the Supreme Court held that section 406 
did not grant authority to the CAB to fix a new mail rate and make it 
retroactive for a period in which a final rate previously fixed by the Board was 
in effect and unchallenged by the initiation of a mail-rate proceeding It 
rejected the arguments of the carrier, largely because a contrary result would 
lead to a cost-plus system of regulation, with reduced incentive for the 
carrier to operate economically. A dissenting opinion by Mr. Justice Jackson, 
concurred in by Mr. Justice Frankfurter, emphasized the subsidy element in 
section 406, which they regarded as materially changing the function of the 
Board from that of a traditional rate-making agency. 

The decision by the Supreme Court in the TWA case affirmed the holding of 
the Court of Appeals of the District of Columbia in the same case (169 F. 2d 
893). The court of appeals made a similar decision in Capital Airlines vy. CAB 
(171 F. 2d 339 (1948), cert. denied 336 U. S. 961), following its own decision 
in the TWA case. In the Capital Airlines case, in answer to the argument that 
the fifth amendment requirement of just compensation demanded that section 
406 be construed to allow retroactive increases even for periods prior to the 
commencement of the proceeding, the court of appeals stated that the rigl 
to petition for a change in the rates was adequate protection, and that 

“The act, with its regulatory provisions, is not intended to underwrite profit 
able operation of a carrier’s business, any more than statutes imposing regula 
tion of public utilities are intended to insure them a net revenue.” 

At this point, the opinion cited Federal Power Commission v. National Gas 
Pipe line Co. (315 U. S. 575. YO, 62 Sup Ct. 736 (1942) ). The cited opinion 
held that the constitutional guarantee of just compensation does not require 
the rate-making body to allow capitalization of the cost of maintaining excess 
capacity during the early period of operation of a utility. Consequently h 
portion of the opinion of the court of appeals quoted above is clearly directed 
only to the question of retroactive increase in mail rates for a period prior t 
commencement of the proceeding, and does not constitute a narrowing interpreta 
tion of the Board's otherwise broad power 

In Seaboard & Western Airlines vy. C. A. B. (181 F. 24 515 (1949), cert. denied 
339 U. S. 963), it was held that a competitor which received no mail pay was 
not entitled to intervene in a mail-pay proceeding in respect to temporary rates 
The court considered that the general public interest was adequately protected 
by direct participation of the Postmaster General, and that the competitor’s real 
interest in preventing unjustified section 406 payments could be sufficiently 
guarded by participation in the final rate proceeding. (It is noteworthy that 
any legislative or executive modification which tends to elminate the above-men 
tioned interest of the Post Office Department in the subsidy element of mail rates 
removes or at least weakens the chief safeguard of the public interest. 

Two decisions of the Court of Appeals of the District of Columbia, entered 
on May 4, 1953, resulted in reversal of the CAB’s action. 

In Summerfield, Postmaster General vy. C. A. B. (Chicago and Southern Air 
Lines, intervenor), the court reversed a decision of the Board in which it had 
refused to offset “excess”? earnings of domestic routes against “need” require- 
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ments for the carrier’s Latin American routes. The Board had declined to offset 
the excess earnings on the ground that fixed domestic rates provided an incentive 
for greater efficiency. In his concurring opinion, Judge Bazelon pointed out that 
under section 406, the Board had included as income the profit from the sale 
of tangibles, but not from the sale of intangibles. Its purpose in excluding the 
profit on the intangibies was to encourage other carriers to sell routes. The 
ourt denied that section 406 permitted the Board to convert mail pay into sub- 
sidy for such action by a carrie! 

The concurring opinion of Judge Bazelon observed, pointedly : 

‘| think these difficulties or ‘other difficulties [which might] arise from any 
other rule’ are inherent in the statute and will persist so long as there is no 
express differentiation therein between compensation for mail service and need 
payments to subsidize the development of air transportation.” 


STATEMENT OF CONGRESSMAN HESELTON RE REORGANIZATION PLAN 
NO. 10 OF 1953 


Mr. Hresetron. Mr. Speaker, the President’s message with reference to Reor- 
ganization Plan No. 10 of 1953 and the plan itself marks a very significant 
improvement in the handling of the problem of separating airmail subsidies 
from airmal pay by clearly fixing the fiscal responsibility for the subsidy pro- 
gram in the Civil Aeronautics Board. In terms of the recent developed admin- 
istrative separations in both the domestic and international fields, the public, 
the Congress, and the President should be in a position to take any further 
steps necessary in order to clarify the soundness of the subsidy program. But 
bas cally, the plan is confined to the very sound objective of transferring subsidy 
payment responsibility from the Post Office Department to the Civil Aeronautics 
Board. Obviously, this will provide real relief to the Post Office Department 
Which has heretofore carried a very heavy fiscal burden without having any 
effective voice as to a subsidy program. In my opinion, the Civil Aeronautics 
Board can be expected to cooperate fully not only in administering its responsi- 
bilities under this plan, but in developing the further steps which undoubtedly 
will be necessary in this field 

Ce:tainly, the President is entitled to the widespread support he hopes this 
plan will have since practically everyone concerned with this problem has, in 
fact, expressed general agreement on the principle of subsidy separation. 

I am very glad that the President called specific attention to the fact that 
the plan “shonid not preclude the consideration by the Congress of legislation 
to effect refinements and modifications in the basic law in this field.” 

The one example he cited as to an amendment to the Civil Aeronautics Act 

to provide specifically that compensatory rates for mail transportation should 
be based upon the cost of handling mail services, plus a fair return,” is an excel- 
lent one. And when he states that he believes “it would be appropriate to 
establish the cost principle as a matter of definite legislative policy,” I am 
confident that he will have widespread support of that recommendation. In 
that connection, I want to quote briefiy, first, from the report of the House 
Committee on Interstate and Foreign Commerce in connection with such legisla- 
tion, and, next, from the report of a minority of that committee submitted July 


2, 1952 accompanying 8S. 436: 
“THE Cost STANDARD 
“(Committee report of Sist Cong., H. Rept. 3041) 


“This bill accomplishes the separation of subsidy from mail pay by amending 
(a), (b), and (¢) of section 406 of the Civil Aeronautics Act so that 
subsections (a) and (b) deal solely with the fixing of fair and reasonable rates 
for the transportation of mail, and subsection (c) deals solely with subsidy for 
essential aircraft operation. Paragraph (2) of the amended subsection (a) 
provides that the fair and reasonable rates ‘* * * shall not exceed the necessary 
cost to the air carrier, under honest, economical, and efficient management, of the 
mail transportation services actually rendered or such services to be ren- 
dered * * plus a fair and reasonable return.’ 

“The committee feels that this provision is called for by reason of the present 
rate-making provision of the Civil Aeronautics Act under which compensation for 
the transportation of mail, and subsidy for the development of a sound air trans- 
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portation system, have been lumped over a period of 12 years. The committee 
deems this provision necessary to insure as completely as the present state 
of the science of accounting will permit the clear separation of the subsidy 
element from mail pay. Unless this is done, and done well, there is serious 
danger that, no matter how clearly we state that we want the subsidy element 
separated, it will still remain in substantial part in the compensation for the 
transportation of mail. This provision is fair and just to the carriers and the 
Government alike. Section 405 (¢) of the Civil Aeronautics Act imposes a duty 
upon carriers certificated for the carringe of mail to carry mail tendered them 
by the Postmaster General. It also requires the Postmaster General to tender 
mail ‘to the extent required by the postal service.” Thus, there are obligations 
on both sides. Considering the fact that public utilities are entitled only to a 
fair and reasonabie return on their investiments devoted to the public service, 
there is no occasion for air carriers to object if they receive no more than their 
costs, plus a fair and reasonable return, for transportating mail, and, on the 
other hand, the Government cannot reasonably object to making payment in that 
amount for the service it receives. 


“[From the minority report of July 2. 1952, H. Rept. 2439, S2d Cong 
; | 


“This cost standard, which is totally absent from the bill reported by the 
majority, is essential to protect the Post Office »nd the tuxpayers from continuing 
to be overcharged by the airlines for carriage of the mail. 

“Subsequent to the committee report of the Slst Congress, the former Chair 
man of the Commission on Organization of the Executive Branch, former Presi 
dent Hoover, wrote that “The most practical and accurate way to separate these 
two types of payments is to base the determination of the mail pay upon what it 
costs the carriers to furnish mail carriage services to the post office 7° That 
type of standard will make it possible for the taxpayers and the Congress to have 
accurate information. In order for the reform to be effective, it is not equitable 
to exempt any mail carriers, foreign or domestic. The reform should apply 
equally to all.’ 

“Former President Hoover's subsequent letter reaffirnis the sound principle of 
the committee report of 1950. 

“President Truman has twice more indicated his conviction that mail pay 
should mean compensation for the ‘cost’ of carrying airmail, and this same 
standard has been specifically endorsed at the committee hearings in the 82d 
Congress by the Budget Bureau, Post Office Department, and Civil Aeronautics 
Board. 

“We urge that without the cost standard there would be no definite dividing 
line between what constitutes mail pay, on the one hand, and what constitutes 
subsidy, on the other hand. Such a dividing line is essential to separation.” 

Another important legislative proposal, directly connected with the establish- 
ment of a sound cost standard, is the problem of standards for allocating re 
ceipts and expenditures. 

Again | want to quote briefly excerpts from the two reports I have cited: 


“STANDARDS FOR ALLOCATING RECEIPTS AND EXPENDITURES 
“(Committee report of 8lst Cong.) 


“Closely related to the problem of the cost standard discussed above is the 
amendment to existing law, made by section 3 of the bill, which directs the Civil 
Aeronautics Board, on or before July 1, 1951, to prescribe standards by which 
air carriers, in keeping their accounts, records, and memoranda, shall allocate 
receipts and expenditures among four classes of service (passenger, freight, ex- 
press, and mail). In fact, the provisions which relate to the cost standard (par. 
(2) of the amended sec. 406 (a)) expressly provide that the cost of the mail 
transportation services rendered by an air carrier is to be computed in accord 
ance with the standards so prescribed by the Board. 

“It is, of course, impossible to arrive at the cost of one service rendered by an 
air earrier, such as its mail service, without arriving at the cost of the other 
services it renders. Furthermore, while it is true that the final determination 
of the cost to any carrier of rendering mail services will have to be made in the 
proceeding for the fixing of the mail rate for such carrier, the making of such 
determination will be greatly facilitated if the carrier or carriers concerned in 
the proceeding have been keeping their accounts, records, and memoranda in ac 
cordance with the general principles of cost allocation which, as required by 
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paragraph (2) of the amended section 406 (a), will be used in the proceeding, 
Nor is the value of requiring adherence to these general principles limited to the 
field of airmail pay. It will be helpful, for example, in determining the economic 
soundness of a particular service, in determining the amount of subsidy needed 
to maintain a particular service, and for ascertaining the rates which should be 
charged to the public for any nonmail transportation service. 


“!From the minority report of July 2, 1952] 


‘If the cost of mail services rendered is accepted as the proper standard for 


mail pay in the future, as it is by the great preponderance of opinion in the 
executive branch, among other congressional committees, and among the public, 
then it is essential to provide a means of getting at the cost figures. 

‘The Hoover Commission Task Force Report on Regulatory Commission 
stated: 

“*The mail rates should no longer include any need for subsidy element, but 
should be based on the service rendered. They should retlect a fair allocation of 
costs between mail, passenger, and freight services.’ 

‘H. R. 508 requires such allocation of costs to be made by the airlines under 
standards prescribed by the Civil Aeronautics Board, as the House committee bill 


of the Sist Congress did. The only subsequent change has been in deference to 
the request of the Civil Aeronautics Board not to be confined to the four specified 
categories of airline trafic, viz, passengers and baggage, freight, express, and 


mail, as previously specified in H. R. 91584. 

‘Therefore, H. R. 508 simply requires that the airlines should allocate costs 
among the air transportation services rendered by them.’ Thus it is left to the 
discretion of the Civil Aeronautics Board how many categories there should be, 

“This change, which was in the direction of compromise or concession, has been 
known as the Brown amendment, offered December 7, 1950. In telegrams of 
December 11, 1950, to the gentlemen from Massachusetts, Mr. Kennedy and Mr, 
Heselton, Dr. Robert L. Johnson, the chairman of the Citizens Committee for the 
Hoover Report, stated 

‘In the message to Congressman Clarence Brown we have defined what we 
believe to be the three essentials which any effective measure must contain and 
have pointed out that the proposed changes so far as they safely may in the 
direction of compromise without weakening or negating the aims of the bill as a 
whole. Mr. Brown’s recommendation on cost allocation represents absolute 
bare minimum, and we recoinmend keeping this provision as strong as possible’ 
(House committee hearings, 82d Cong., pp. 397-398 ).’ 

Another matter involved in the overall problem of subsidy separation has to 
do with the question of what carriers should be eligible for the payment of 
subsidy upon an adequate showing as to the soundness of any such subsidy 
payment. Again, two brief quotations from the reports I have cited outline 
learly the justification for eliminating the restriction in existing law of pay- 
ments only to air carriers holding a mail certificate: 





{ 


“CARRIERS ELIGIBLE FoR SUBSIDY 
“(House committee report of 8ist Cong.) 


“Since, under existing law, any subsidy paid to an air carrier by the Federal 
Government is included in that carrier’s airmail pay, an air carrier may receive 
subsidy only if it holds a mail certificate. 

“Subsection (c) of section 406 of the Civil Aeronautics Act, as it would be 
amended by section 2 (a) of the bill, would permit the payment of subsidy not 
only to an air carrier holding a mail certificate but also to an air carrier holding 
any other type of certificate authorizing it to engage in air transportation. The 
committee feels that, with the separation of subsidy from airmail pay made by 
the bill, there is no logical basis for limiting the class of air carriers eligible for 
subsidy to those holding mail certificates, particularly in view of the fact that 
subsidy determinations are to be made with respect to furthering not 1 national 
objective, but 3: That is, the national defense and the commerce of the United 
States, as well as the postal service. 
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“(From the minority report of July 2, 1952) 


“The language of the House committee bill of the Sist Congress, making ‘any 
certificated air carrier’ eligible to apply to the Civil Aeronautics Board for the 
newly separated subsidies, is in H. R. 508. 

“The following choice of language was placed before the Defense Department 
between: (a) The most restrictive—only ‘carriers holding a certificate author 
izing transportation of mail by aircraft’ (embodied in S. 436 and also in the 
present majority bill; a term covering only the 51 lines now receiving mail pay, 
all of whom are members of the Air Transport Association); (b) the middle 
ground definition—‘any certificated air carrier’ (embodied in H. R. 508), which 
term covers all airlines holding a certificate of convenience and necessity, re 
gardless of what type of traflic is authorized in that certificate, therefore -in 
cludes the 51 airmail lines and also 12 airlines holding certificates for passen 
gers and for freight but not mail; and (c) the broadest terms—‘any air car 
rier, embodied in H. R. 4827, which includes not only the companies defined 
under (a) and (b) above but also some 2.000 small nonuscheduled airline 

“Of these three choices, the Defense Department selected the middle one, as 
evidenced in this letter: 

“DEPARTMENT OF THE ATR FORCE, 
“OFFICE OF THE SECRETARY, 
“Washington, D. C., March 28, 195 
“Hon. JOHN W. HESELTON, 


“House of Representatives 


“DEAR Mr. HESELTON: Thank you for your letter of March 24, 1952, requesting 
the views of the Department of Defense concerning the eligibilty of air carriers 
to apply for subsidies 

“The Department of Defense would prefer that any certificated air carrier t« 
made eligible to apply for subsidy. If mail pay is to have an actual service or use 
basis there would seem to be no reason to relate separate subsidy payments to the 
carrying of mail. 

“The Department of Defense has a twofold interest in defense requirements 
concerning civil aircraft. These requirements are for passenger and light carg: 
aircraft and heavy cargo transports. It is the opinion of the Department of 
Defense that it would be inconsistent to deny to the Government the possibility 
if desirable in the national interest, of subsidizing operators of heavy freight 
aircraft requiring little conversion for military use. The requirements of pas 
senger and freight traffic are both important to the military program 

“It is a pleasure to be of service to you, and I hope you will not hesitate to ca 
on me if I may be of further assistance to you 

“Sincerely yours, 
“R. L. Greparri 


“The same answer, preference for any certificated air carriers, had also beer 
given by the Postmaster General to the gentleman from Massachusetts, M 
Kennedy. 

“OFFICE OF THE POSTMASTER GENERAI 
“Washington 25, D. C., December 12, 1950 
“Hon. JoHN F. KENNEDY, 
“House of Representatives. 

“DEAR CONGRESSMAN: This is in reply to your telegram of December 106, 1950 
concerning H. R. 9184. 

“The Department should not be required to tender mail to air carriers certifi 
cated for purposes other than the needs of the postal service. The present lar 
guage of H. R. 9184, page 4, line 12, ‘certificated air carriers,’ would protect the 
Post Office Department from being required to tender mail and pay for services 
not actually required. 

“The Civil Aeronautics Board would be required to determine whether su 
nonmail carriers were entitled to subsidy support and to pay any subsidy fro 
appropriation for that purpose, without involving the Post Office Departme 

“Sincerely yours, 
“J. M. DONALDSON, 
*Postmaste r Genere 
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In my opinion, it would strengthen the probability of an adequate annual review 
nm the part of Congress if an aflirmative legislative provision was made that such 
i report should include data relative to the mail payments and subsidy payments, 
both in the aggregate and on an individual basis with a separate analysis of the 

ises upon which each such il payment and each such subsidy payment was 
provided 


Fo he convenience of those interested in this important problem, I would 


ke to give the citation of the report of the Committee on Interstate and Foreign 
Coumerce of July 2, 1952 It is Report No. 2439, S2d Congress, 2d session. 


Il referred to the administrative separations which have been instituted by the 





i Aeronautics Board int t connection, I would like to make available at 
s point certan mma features of those separations 
Che separation of subsidy from total mail payments to domestic carriers was 
cit 5 emb én? 1951 
It established the following breakdown for fiscal 1951, on an actual basis and 
eal 1952 and 1953, on an estimated basis as follows 
) 1952 53 

sil y ¢ ¢ “) ¢ , 786, 00 

( 09 4, 134, 00 
} iil p i er ( { ) 7. 335.0900 5, 920, 000 


While it is encouraging to note the trends of increases in service-mail pay 
and of decreases in subsidy, the fact remains that when so significant a sum as 
$86,485,000 is involved in subsidy in these 3 years alone, it is crystal clear that 

teps that are necessary to develop an economically sound method of han- 
lling this program should be taken as soon as possible, 


I this report, the ¢ il Aeronautics Boa 





d estimated that in the 13-year 
period since the passage of the Civil Aeronautics Act to the time of the report, 
t total of 3457 million had been paid to domestic carriers for mail service of 
which approximately $270 million represented subsidy 

In carrying out the administrative separation, the CAB established seven 








ups with varying service-rate pay per ton-mile. Those groups and the respec 


tive rates in these 3 years are as follows: 








GROUP J Service rate per mail ton-mile, S045 
1 ) 19453 
A ( can Amer can 
F aster I n 
WA rWA 
Unit United 1 
Northwe seietl 
GRO I] Service rate per mail ton-mile, $0.53 
1051 1952 1953 
Braniff Braniff Braniff 
Capital Canital Capital 
Chicago & Souther Chicago & Southern Chicago & Southern 
Delta Delta 
National Nationa National 


Northwest 
Westert W ern Western 
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GRouP III.—Service rate per mail ton-mile, $0.75 
1951 1952 53 
Colonial ‘ ‘ Colonial Col i 
Continental Continental Cc 
InJand Inland Inla 
Mid-Continent Mid-Continent Mid-( 
Northeast Nort} t N ‘ 
i T t 
ty f 
Group IV Service rate per mail ton-mile, $0.91 
19 ) 
da Piedn t 
I ! 
Ss nat Rot 
a I Ve 
Grovur V.—Nervice rate per mail ton-mile, $1.48 
1951] 1952 153 
ALLA i All American ALLA ical 
Bonanza Bonanza Bonanza 
E npir Empire | pir 
Fron Frontier I tier 
T ri rrans-Tex le 
West ( West ( st ( 
WV ! ( I W mn Cs 0 ntr 
Lake Central ke ( 
Ozark yzark 
uthern southern 
Group VI “¢ ice rate per mail ton-mile, $2 58 
1u 9453 
e ( ra 
Ozar 
Sou 
Centr ( 
Groupe VII Service rate per mail ton-mile, $7.26 
) 1953 
Central 
Mid-West Mid-West Mid-West 
W iggir Wiggins Wiggins 


The 45-cent rate for American, Eastern, TWA, and United was established by 
the Board in the so-called Big Four mail-rate case on September 19, 1951, and it is 
indicated in the report that this is a service mail rate without subsidy 

On July 14, 1952, the CAB issued an administrative separation of subsidy from 
mail payments to United States international, overseas, and territorial air ca 
riers. 
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This separation established the following division, of total mail-rate pay be- 
tween service mail pay and subsidy mail pay for the fiscal years 1951, 1952, 


9 


d 1953, as follows 


1951 1952 1953 
$17, 005, 000 $18, 218, 000 $19, 329, 000 
40, 111, 000 44, 513, 000 45, 997, 000 
wo 62, 731, 000 65, 326, 000 


In this instance, it is encouraging that the service mail pay increases annually 
iring these 3 years, but it is significant that the subsidy does not decline but 
ases. The total amount of subsidy is fixed at $130,621,000; added to the 
ount of subsidy for the domestic carriers during the same period, the overall 
otal is $217,106,000. This greatly emphasizes the urgent necessity of devel- 
it egislatively sound standards and procedures in order to implement the 
ent step taken by the President in the reorganization plan 
It is to be noted that the Board said that the techniques of separation should 
be basically the same for United States international air carriers as for United 
States domestic air carriers and that there is no sound basis in principle for 
differentiation in the manner of effecting separation. The Board adopted as the 
iost reasonable means of effecting separation the cost of carrying the mail in 
cluding a fair return on the investment used in the mail service 
Under this policy, the Board grouped the United States international carriers 
geographical areas to allow for variation in political-economic conditions and 
operational differences. The applicable service rates for each group during 
these 3 fiscal years were then determined as shown in the following table: 





Service rate 
Carrier per mail 
ton-mile 





\ rransatlantic operat $0. 85 
Airway Atlant 
I I 
B 1 Airway Latin Americar 9 
n Air Line | SS 
¢ Alrw { 
Airl 1.38 
( lr . 67 
r A Paci 
) H 81 
| ska 47 
\ Vin 
I fic N I 
I merican V va A 
n Air | 
Spin, wg pert Be 1. 29 
Rertners oneal | 
i 4 \ ) 
} Air 
( A 2 
} Air] | 
i Aleutian A } 
Int nal stul carrie 
\ an. Air I } 
I Air I I I > 4 
( 4 - 


Under permission granted, I am including the text of H. R. 131 which I intro- 


duced on January 3, 1953, and which was referred to the Committee on Interstate 
and Foreign Commerce. 
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It seems obvious to me that certain clerical changes with reference to dates 
should now be made in the text of that bill and I am having prepared and shall 
introduce a bill revised to take into consideration the terms of Reorganization 
Plan No. 10 as to dates. 

Beyond that, it is niy personal opinion that the essential provisions in this 
House resolution come well within the field of legislation to affect refinement 
and modification in the basic law referred to by the President. I believe, also, 
that the provisions with reference to the establishment of fair and reasonable 
rates of compensation would be a desirable legislative action which would imple- 
ment the sound efforts undertaken in Reorganization Plan No. 10. 

The text of H. R. 131 follows: 


“A bill te provide for the separation of subsidy from airmail pay, and for other 
purposes 
“Be it enacted, etc. 
“SHORT TITLE 


‘SecTIoN 1. This act may be cited as the ‘Airmail Subsidy Separation Act of 
1953.’ 


“RATES FOR TRANSMISSION OF MAIL AND SUBSIDY FOR ESSENTIAL AIRCRAF' 
OPERATION 


“Sree. 2. (a) Subsections (a), (b), and (c) of section 406 of the Civil Aer 
nautics Act of 1958, as amended, are hereby amended to read as follows: 


‘RATES FOR TRANSPORTATION OF MAIL AND SUBSIDY FOR ESSENTIAL AIJRCRAI 
OPERATION 


“<*Authority to fir compensatory rates 


‘Seo. 406. (a) (1) The Civil Aeronautics Board is empowered and directed, 
upon its own initiative or upon petition to the Postmaster General or an air 
carrier, to determine and fix from time to time, after notice and hearing, fair 
and reasonable rates of compensation for the transportation of mail by aircraft, 
the facilities used and useful therefor, and the services connected therewith 
(including the transportation of mail by an air carrier by other means than 
aircraft whenever such transportation is incidental to the transportation of 
mail by aircraft or is made necessary by conditions of emergency arising from 
aircraft operation), by each holder of a certificate authorizing the transportation 
of mail by aireraft, and to make such rates effective from such date, after the 
institution of the proceeding under this subsection, as it shall determine to be 
proper; to prescribe the method or methods, by aircraft mile, pound mile, weight 
space, or any combination thereof, or otherwise, for ascertaining such rates oj 
compensation; and to fix different rates for different air carriers or classes of 
air carriers, or different classes of service, or on the basis of any other reasonable 
classification of carriers, services, routes and route segments, or any combination 
thereof. The rates so determined and fixed shall be published by the Board 
and shall be paid by the Postmaster General from appropriations for the trans 
portation of mail by aircraft. 

‘(2) The rates determined and fixed under paragraph (1) of this subsection 
shall in no event exceed the reasonable and necessary cost to the air carrier 
under honest, economical, and efficient management, of the mail-transportation 
services rendered or to be rendered, including a fair return. 

‘(3) The Board is authorized to issue orders, with or without hearing, pre 
scribing temporary rates for the transportation of mail pending determination 
of final rates. Such temporary rates shall not be considered final for any period 
and shall be superseded by the final rates fixed for the periods during which 
the temporary rates were in effect. 


“ ‘Recommendations as to rates 


‘*(b) (1) Any petition for the fixing of rates under subsection (a) of this 
section shall state and support in detail the rates recommended by the petitioner 
as being fair and reasonable. 

“*(92) The Postmaster General shall introduce as a part of the record in all 
proceedings under subsection (a) of this section a comprehensive statement of all 
service to be required of the air carrier and such other information in bis pos 











54 REORGANIZATION PLAN NO. 10 OF 1953 


session as he deems, or as may be deemed by the Board, to be material to the 
inquiry. ’ ; 

‘*(3) The burden of proof in any proceeding under subsection (a) of this 
section which is initiated by petition shall be with the petitioner. 


*' Subsidy for essential aircraft operation 


(c) (1) The Board is empowered, upon its own initiative, or upon the 
petition of the air carrier, to make, after notice and hearing, subsidy payments 
to a certificated air carrier in amounts determined by the Board to be essential 

when taken together with all the other actual and potential revenues of the 
bl rier under honest, economical, and efficient 


arrier) to enable the ; Cal 


igement to maintain and continue the development of air transportation t 
the extent and of the character and quality required for the national defense, the 
nmerce of the United States, or the postal service The Beard is empowered 
» make subsidy payments for individual air carriers or classes of air carriers, 0 
ie } is of anv ot MISOI le classification of carriers, services, routes, 
nad ! ne 5 na n there and to presc ribe the method 
nethods of such payments d duration of period for which applicable. The 
1 rd may make suc! ibsidy payments effective from such date, after the 
on of the proceeding under this subsection, as it shall determine to be 
proys Pavments 1 nder this subsection shall be made by the jourd out of sums 
ppropriated to the Board for ich purpose 
: ”) Every petition for the fixing of a subsidy shall state and support in 
d it the amount the petitioner believes that he is entitled to under the subsidy 
provision of this section and the earrier shall have the burden of establishing 
! amount of subsidy payment, if any, which is required for its operations 
ler the standard established by this act. The fact that an air carrier has beet 
da certificate of public convenience and necessity authorizing it to offer 
ertain services shal ot be deemed conclusive of the issue as to whether suc! 
er ire sufficis y required in the interest of the national defense, the 


mmerce of the United States, or the postal service to justify the amount of 
ubsidy that would be required to keep such services in operation. 

‘*(3) The Board is authorized, with or without hearing but upon a showing 
hy the air carrier or carriers concerned of essentiality and urgency, to make tem 
rary subsidy payments pending the determination of final subsidy payments 
Temporary subsidy payments so made shall not be considered final, and when 
final subsidy payments are determined they shall cover any period with re- 
spect to which a temporary subsidy payment was made and shall supersede such 
temporary payment for such period.’ 

“(b) The amendment made by subsection (a) of this section shall apply only 
with respect to (1) the transportation of mail or (2) operations in air trans 
portation occurring after June 30, 1953 


“ALLOCATION OF AIR-CARRIER RECEIPTS AND EXPENDITURES 


Sec. 3. Section 407 (d) of the Civil Aeronautics Act of 1938, as amended, is 
hereby amended— 

‘(1) By inserting ‘(1)’ after ‘(d)’; and 

‘(2) By inserting at the end thereof the following new paragraph: 

‘(2) On or before June 30, 1953, and from time to time thereafter, the Civil 
\eronautics Board shall, after notice and hearing, prescribe standards by which 
air carriers, in keeping their accounts, records, and memorandums, shall al- 
locate receipts from, and expenditures for, any air-transportation service ren- 
dered by them. From and after July 1, 1953, it shall be unlawful for any air 
carrier, in keeping any account, record, or memorandum (other than any ad- 
ditional account, record, or memorandum kept pursuant to the proviso of para- 
graph (1) of this subsection), to allocate any receipt from, or expenditure for, 
iny air-transportation service it renders in any manner other than a man- 
ner which conforms to the standards prescribed pursuant to this paragraph.’ 


“ADDITIONAL INFORMATION IN ANNUAL REPORTS 


“Sec. 4. The second sentence of section 206 of the Civil Aeronautics Act of 
1938, as amended, is hereby amended by inserting after ‘civil aeronautics’ a 
comma and the following: ‘including data relative to the mail payments and 
subsidy payments, both in the aggregate and on an individual basis, made under 
this act with a separate analysis of the bases upon which each such mail pay- 
ments and each such subsidy payment was provided.’ 
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“STUDIES AND REPORT 


“Sec. 5. (a) The Civil Aeronautics Board is authorized to make studies in con 
nection with any of the provisions of this act. In the conduct of such studies 
the Board is authorized, without regard to section 3709 of the Revised Statutes, 
to enter into contracts or other arrangements, or modifications thereof, for the 
earrying on of such studies by such persons or organizations as may be designated 
by the Chairman of the Civil Aeronautics Board and the chairmen of the Com- 
mittees on Interstate and Foreign Commerce of the Senate and House of Repre- 
sentatives of the United States. 

“(b) On or before July 1, 1953, the Civil Aeronautics Board shall, on the basis 
of a comprehensive study, render a written report to the Congress on what aggre- 
gate sums it estimates will be required during the fiscal year ending June 30, 
1954, (1) to provide fair compensation for services to be rendered by air carriers 
in the carriage of the mails, in accordance with the provisions of section 406 
(a) of the Civil Aeronautics Act of 1938, as amended by this act, and (2) to 
provide for payment of essential subsidy, in accordance with section 406 (c) of 
such act, as amended by this act. Such report shall include a study of the 
potential revenues from all forms of air traffic and of the potential economies 
which could be achieved in airline costs, as well as such other factors as may 
be pertinent to the development, with the least possible expenditures by the 
United States, of an efficient and economical air transport industry to the extent 
and of the character and quality required for the national defense, the commerce 
of the United States, and the postal service. 

“(c) There are hereby authorized to be appropriated to the Civil Aeronautics 
Board such sums, not to exceed $300,000 in the aggregate, as may be necessary 
to carry out the provisions of this section.’ 


STATEMENT OF SENATOR HUMPHREY, ON BEHALF OF SENATOR KENNEDY 
AIRMAIL SUBSIDY SEPARATION—REORGANIZATION PLAN NO. 10 


Mr. Humenrey. Mr. President, recently the Senator from Massa 
chusetts |Mr. Kennedy] made a statement concerning the airmail 
subsidy separation, Reorganization Plan No. 10. I ask unanimous 
consent that a statement prepared by the Senator from Massachusetts 
be printed in the body of the Record. 

There being no objection, the statement was ordered to be printed 
in the Record, as follows: 


STATEMENT BY SENATOR KENNEDY ON AIKMAIL SUBSIDY SEPARATION, 
REORGANIZATION PLAN NO, 10 


Reorganization Plan No. 10, although a step forward, operates in a limited 
field, and legislation itself is required to accomplish this long-overdue reform. 


[Congressional Record, daily edition, June 4, 1953, pp. 6282-6283] 


Reorganization Plan No. 10 does not accomplish an effective separation of 
the hidden airline subsidies from ‘mail pay” as called for by the Hoover Com 
mission and other groups interested in governmental reform 


1. COST STANDARD 


The Post Office and the taxpayers are not sufficiently protected from having 
to pay to the airlines more than the cost of mail services actually rendered. 
As President Eisenhower himself has noted, we need “an amendment of the 
Civil Aeronautics Act to provide specifically that compensatory rates for mail 
transportation should be based upon the cost of rendering mail service, plus a 
fair return.” Such an amendment is not, and indeed cannot, be accomplished 
by an executive reorganization plan, and requires legislation by the Congress 


2. CONGRESSIONAL CONTROL OF SUBSIDIES 


Instead of transferring control of subsidies from CAB to the Congress, Re 
organization Plan No. 10 simply transfers the payment of these subsidies ‘from 
Post Office to CAB. In President Eisenhower's own words, the reorganiza- 
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m plan will not “change the aggregate amount of revenue” to be paid to 
. airlines. By leaving the CAB with some authority to continue to obligate 
oney for subsidies for airlines without action directly by Congress, Reorgani- 
tion Plan No. 10 fails to give the taxpayers, through their elected Representa- 
ves in the Congress, an opportunity to exercise influence in the amount to 
be given to the airlines By contrast, the Senate Appropriations Committee 

its reports by Mr. Cordon (S. Rept. 1389, 80th Cong.) and by Mr. Maybank 
5. Rept. 310, 81st Cong.) recommended that the CAB should be unable to 
bligate money for subsidizing airlines except after express appropriation by 
Congress, and therefore, under legislation now pending, the taxpayers would 
have a chance to reduce some of the $80 million per year now being spent in 
ubsidizing privately owned airlines 

True, air mail subsidy separation requires legislation to amend the Civil 
Aeronautics Act of 1988, and this reform is not and cannot be done by Re 


rganization Plan No. 10 
} 


here is now pending before Congress bills which would make an effective 

aration: S. 1360, introduced by myself and Senators Aiken, Clements, Cooper, 

( ieee Douglas, Ferguson, Gillette, Hennings, Humphrey, Ives, Jackson, Johns 

of South Carolina, Kefauver, Kilgore, Langer, Lehman, Mansfield, May- 

ank, Mundt, Murray, Schoeppel, Smith of New Jersey, and Sparkman; and 

companion bills H. R. 131 by Representative Heselton (Republican, Massa 
husetts) and H. R. 4222 by Representative Rooney (Democrat, New York). 

Mr. Humpnrey. Mr. President, I make note of the fact that I am a cosponsor 

the bill known as Senate bill 1360, introduced by the Senator from Massa- 
‘husetts, along with many other cosponsors. The purpose of our bill is to 
separate, by legislative action, the airline subsidies from the Post Office Depart- 
ment and make them very obvious and visible, through direct payments, so that 
the public and the Congress may know exactly the amount of the subsidy. I 

‘ve the statement of the Senator from Massachusetts points up the weak 
sses in the reorganization plan. It makes note of the fact that Reorganiza- 

Pian No. 10 is an attempt by the President, under his reorganization au 
rity, to meet this very difficult problem. 

Mr. Marvin. I think that correspondence is very important for an 

nderstanding of the background of intent, since these letters pre- 
ceded the recommendation that President Eisenhower subsequently 
made for legislation to do a complete job of separating the sub 

dies from the mail pay and the recommendation that he made for 
establishing the cost standard as a matter of definite legislative policy, 
that would be effective ly carried out by the Kennedy Heselton- Rooney 
bills 

Now there is another reason w hy legislation is needed to imp ylement 
plan No. 10. Since it is ve vond the power of the Executive to change 
subsidive law, it is almost impossible or will be almost. impossible for 
the taxpayers to save a nickel under plan No. 10, and the reason for 
that is this, and this is amply set forth in 2 long legal opinions which 
| believe comes to 8 mimeographed pages that accompanied Senator 
Kennedy’s letter to the Bureau of the Budget on May 21. The 
point is that under the “need” clause, the companies have a right to 
have the combination of mail pay and subsidy set with “need” as the 
chief consideration at the Civil Aeronautics Board. 

I will give you an oversimplified illustration. Let us assume a com- 
pany comes in and says that “We spent last year $10 million and we 
took in from passengers and cargo operations $4 million, therefore, 
dear Civil Aeronautics Board, we the company need’—referring to 
this unfortunate word in section 406 of the act—“S6 million to break 
even, and perhaps another $1 million or $2 million so that we can 
show a profit after taxes.” 

And they will get it. 
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Now we will assume that, under plan 10, out of the $6 million given 
the company perhaps $2 million of that will be labeled as service mail 
pay and $4 million will be labeled subsidies _ the request will come 
up here in separate appropriations requests, but they are still entitled 
to the total of $6 million, whatever you call the 2 parts and howevei 
you divide the 2 parts. And according to the legal opinions which 
Senator Kennedy relayed to the Bureau of the Budget and which are 
Incorporated in the record, they could in all probability enforce then 
rights in the courts in the event of the Congress trying to cut the ap 
propriation for subsi ly by slow what the ( ivil Aeronautics be ard had 
de termined. And there fore there is no possibility for economy for th 
taxpayer under plan No. 10 unless it is followed with implementing 
legislation. 

That leads me to the other we where I have quoted at the bottom 
on os t of 1 Wy min weOoLgrapth “cl prepared statement, being the very 
forthright recommendation of the House Post Office Committee on 
which Mrs. St. George served. House Report No. 1958 of the SOt] 
Congress, made by Mr. Rees, where it was stated: 


It is the recommendation of the committee that the subsidy element in airmail 
pay be separated. It has been suggested that this could be arrived at by account 
ing procedure in the Post Office Department. However, this procedure would not 
eliminate the basic objection which is that, under the present situation, we have 
an administrative board allocating public funds through which basie publi 


policies are established without action directly by the Congress 


And you see that situation will continue and the same basic obje« 
tion will continue under plan No. 10 unless there is implementing 
legislation because of the automatic and compulsory features of the 
word “need” as it has been for so long interpreted by the Civil Aero 
nautics Board in a great many decisions. If that is changed and the 
situation would be entire ly different under the Kenne “dy Heselton bill 
and the en pro would have no claim in the courts against the Gov 
ernment and the Civil Aeronautics would not be able to ob ligate the 
subsidies to anybody in excess of mone ys already appropri iated by om 
© ongress. This restores to the C ongress the annual control which, 

1 mentioned in the quotation here was recommended by the tatoo 
Commission, the control each fiscal year of the total figure of public 
money that should be devoted to subsidizing private airlines. 

I think in that event if that ch: ange is made in the law through the 
passage of the Kennedy-Heselton bill, the results will be either sa‘ ing 
to the taxpayer or increased value for national defense as the Kennedy 
Heselton bill shows that in removing the word “need” and putting in 
the words “national defense” anybody getting that subsidy would 
have to meet that condition. So the Kennedy-Heselton bill would 
either save some money or get better use for defense from whatever 
money Was spent. 

Mrs. Cuurcu. It is my understanding that Mr. Heselton would like 
to testify, too. 

Do you have any questions, Mr McCormack ? 

Mr. McCormack. No questions. 

ss HuRCH. Have you any questions, Mrs. St. George ¢ 

Mrs. Str. Grorce. No. I am sure that Mr. Marvin understood that 
we are eautlg only on Reorganization Plan No. 10. We have abso 
lutely no power to act on such a matter and it is just a matter of in 
terest, but we have no power to do anything in that direction. 
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Mr. Marvin. Your postal committee was in the same spot 5 years 
igo. The Appropriations Committee was equally without jurisdiction. 
It belongs with the Interstate Committee. 

Mrs. Cuurcn. Do I understand that you wish to include the corre- 
lated testimony with your statement as you went along ? 

Mr. Marvin. If that is satisf: ictory. 

Mrs. Cuurcu. It has been done and will cause a slight duplication. 

Mr. Heselton, we are delighted to have you in here this morning 

id would be glad to hear from you. 


STATEMENT OF HON. JOHN W. HESELTON, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MASSACHUSETTS 


Mr. Heseiron. I came first as an interested observer rather than 
’& prospective witness. I appreciate the courtesy you extended to me 
in connection with asking any questions. 

Mr. McCormack. I might say that there is no finer legislator that 
we could have gracing our hearings. 

Mr. Heseuron. Thank you. Of course, in my opinion, Mrs. St. 
George hit the heart of this proposition of supplementary legislation. 
It was with that in mind that I did not ask to testify because I realize 
vour committee was concerned solely with the approval or disapproval 
of this reorganization plan. 

Mr. Smith gave me a copy of the memorandum which I understand 
will go in the statement of the Air Tr: ansport Association on the part 
of Mr. Tipton. I regret he is not here because I would like to have 
the opportunity to develop it more fully from him, but that memo- 
randum standing alone would leave the impression, I am sure, that 
this reorganization plan is all that is needed, that subsidy separation 

1as been effectively accomplished by the approval of the plan. 

If I may, I would like to call attention to certain specific things in 
his statement and make a statement in reply to it. He says: 

It was not long before the basic proposal—which everyone favored—was vir- 
tually buried under an accumulation of complicated and controversial provisions, 
none of which was essential, and many of which were only remotely related, 

subsidy operation. It was the controversy concerning these fringe provisions 
which delayed and defeated efforts to enact subsidy-separation legislation. 

He then refers to statements made by Senator Kennedy and myself 

after the plan had been announced, and he refers to the fact that these 
statements came from a proponent and an opponent of the reorgan- 
zation plan, the opponent being Senator Kennedy and the proponent 
myself. I should say that in fairness to Senator Kennedy, he favors 
it. He and I and the President feel the same w: iy about it, that you 
cannot do the job without further supplementary legislation. 

He then refers to something about the effects of subsidy. He says: 

There can be no question that if subsidy payments to these carriers becomes 
subject to annual congresional appropriations, the effect upon the carriers would 
be disastrous. 


In other words, he indicates that the plan, if it is approved, will 
prevent congressional review on these appropriations. I insist that 


that is one of the most important elements in true separation of 
subsidy. 
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Finally, he refers to the cost provision and says : 

The proposal that the Civil Aeronautics Board fix mail rates which are “based 
upon” the cost of providing the service or do “not exceed” such cost, is both 
unprecedented and mischievous. 

The President said specifically that it would be appropriate to estab- 
lish the cost principle as a matter of definite legislative policy. In 
other words, he selected one of what Mr. Tipton re fers to as the “fringe 
proposals” as a matter of definite legislative policy. 1 would not have 
referred to that if it had not been for this memorandum. I did take 
occasion on the date that the plan came to the House to submit a 
statement which presents the other points of view. I would like to 
submit it to the committee for its decision as to whether in view of 
this statement, which will be included in the record, it will be appro 
priate to put in the record the other side of the question. 

Mrs. Cuurcn. I certainly think that it would be desirable. 

Mr. Hesevron. Thank you very much. 

Mrs. Cuurcn. Are there any questions? 

Mrs. St. Grorcr. No questions. 

Mrs. Cuurcu. We are delighted that you came to help us to clarify 
the situation, Mr. Heselton. 

Are there any other witnesses ? 

Mr. Markuam. I would like to be heard, if I might. 


STATEMENT OF D. W. MARKHAM, ASSISTANT GENERAL COUNSEL, 
AIR TRANSPORT ASSOCIATION 


Mr. Markuam. We sent up to you the memorandum which Mr. 
Heselton referred to with the request that it be incorporated in the 
record. 

The point of the memorandum was simply this: Subsidy separation 
as originally proposed embodied only the features that are now 
iIncorpor ated in the reorganization plan. It was only as a result of 
additional and extended consideration of it that these additional pro- 
visions came to be considered. The number of provisions multiplied 
and the controversy concerning them. It was the controversy con- 
cerning those provisions whic th in our opinion has prevented legisla 
tion up to this point effecting subsidy separation, even though virtually 
everyone was in favor of nae separation itself. The plan does it. 
The airlines are in favor of it and we hope that the committee will 
recommend favorably on the cdeption of ier plan. 

Mrs. St. George asked a question of : biaweides witness on whic! 
I would like to make a brief comment. She inquired whether if 
subsidies were eliminated airmail would now be paying its own way. 
The 1952 cost-ascertainment report, released by the Post Office Depart 
ment, shows that with subsidy eliminated domestic airmail is now 
operating at a profit, or operated during the fiscal year 1952 at a 
profit, of approximately $10 million. 

A witness representing the Post Office Department testified the day 
before yesterday before ‘the House Post Office Committee that at the 
current rate, with subsidy eliminated, domestic airmail is operating 
at a profit for the Post Office Department of approximately $45 
million a year. Those are obviously more recent figures than have 
reached the public. 
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But the 1952 cost-ascertainment. report does show an operating 
profit for the Post Office Department for domestic airmail of approxi- 
mately $10 million. In that connection I should like to add that 
approximately 98 percent, in fact, in excess of 98 percent of all of the 
domestic airmail that is moved today by the air carriers, moves under 
rates which are free of any element ot subsidy. Nine ‘ty-e yoht percent 
of the airmail carried today by the air carriers is « arried at rates which 
he Civil Aeronautics Board says contain no element of subsidy. 

I will not impose upon the committee’s time to go into that state- 
ment any further. I did want to make clear, howe ver, that it is the 
ssues involy ed in sup ple mentary legis: ation which have been so con- 


roversial and presumab] ly will continue to be controversial. 


We are happy to se . the basic objective of subsidy separation cut 
free from those cataiidemaiaied provisions so that everyone who has 
upporting subsidy separation—and that is virtually everyone 
‘or vears, can get behind the reore nization plan. We think in that 

‘ rd the reorganiZation plan has great merit and provides an Op- 
portunity to reduce the matter to fundamentals. 

Mrs. Sr. Grorcr. Thank you for answering that question. 

Mrs. Cuurcnu. Mr. Heselton, do you have a question ? 

Mr. HESELN wn. My statement will indicate clearly that the Civil 
\eronautics Board has determined that in its administr: ative oper ation 
t] bids element runs into the millions, tens of millions of dollars. 


I don’t know whether any testimony came in on the international 
profit or loss. 

Mr. Markxuam. If I recall correctly, all but two of the domestic 
trunklines are now operating unde compensatory rates which include 
no element of subsidy. It is primarily the small carriers, plus the 
nternational carriers, who are the recipients of subsidy. The small 
feeder carriers who operate the short hops throughout the « ‘country 
eould not possibly operate without subsidy, and receive a substantial 
portion of the subsidy pal d. 

The major part of the balance goes to the international carriers who 
are faced with foreign competition, most of which is paid by the for 
‘ign government themselves. 

It is those two groups which receive the bulk of the subsidies today. 

Mrs. Cuv RCH. Thank you. The subcommittee has before it House 
Resolution 264, by Mr. Hoffman. I should like to state again that this 
resolution was introduced merely that plan 10 might be brought before 
the committee. 

Mrs. Sr. Grorce. I would like to move that the resolution be dis- 
approved, Madam Chairman, and that the chairman of the subcom- 
mittee take appropriate action. 

Mrs. Cuurcn. All those in favor of the motion signify by saying 
“Aye”; those opposed by saying “No.” The ayes have it. It is 

animous. 

lhe statement from Mr. Jesse V. Horton, legislative representative 
of the National Association of Postal Supervisors, will be inserted in 
the record at this point. 
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(Statement referred to above is as follows:) 


NATIONAL ASSOCIATION OF POSTAL SUPERVISORS, 
Washington, dD ae July 16, 1965 


STATEMENT ON HOUSE RESOLUTION 264 


Honorable Chairman and Members, Subcommittee on Reorganization Plan No 
10 Committee on Government Operations, House Office Building, Washir 
ton, D.C, 

GENTLEMEN: I am Jesse V. Horton, legislative representative of the 
Association of Postal Supervisors, with a membership of more than 19,000 super 
visors in first- and second-class post offices throughout the Nation. 

Our last national convention at Pittsburgh in September 1952, gave prolonged 
consideration to the subsidies paid by the Post Office Department which causes a 
material portion of the postal deficit, and went on record as favoring action by 
legislation or otherwise to cause payment of all subsidies to be removed from 
the postal budget 

The subsidies now paid by the Post Office Department to domestic and foreign 
airlines are officially estimated as $7) million annually and this burden on the 
postal appropriation intluences public: opinion against adequate appropriations 
for postal operations because of the annual deficit of which this subsidy is a 
material part. 

We earnestly urge that Reorganization Plan No. 10, which would transfer pay 
ment of airline subsidies from the Post Office Department to the Civil Aeronautics 
Board, should be allowed to become effective and that House Resolution 264 
which would disapprove the plan be reported unfavorably. 

Sincerely, 


\ 


Valiona 


J. V. Horton, 
Legislative Representative 


Mrs. Cuurcn. If there is nothing further to come before the sub 
committee, the subcommittee will stand adjourned. 

(Whereupon, at 11:59 a. m., the hearing was adjourned.) 

(Letters received by the subcommittee follow :) 


GOVERNMENT EMPLOYEES’ COUNCIL, 
OF THE AMERICAN FEDERATION OF LABOR 
Washington, D. C., June 10, 18538 
Mrs. ANNARELL ZUE, 
Clerk, House Committee on Government Operations, 
House Office Building, Washington 25, D. C. 
Dear Miss Zve: Yesterday the Government Employes’ Council unanimously 
adopted a resolution approving the intent of Reorganization Plan No. 10 of 1953 
The Government Employes’ Council has never opposed the philosophy that has 
prompted subsidies, but we do feel that these subsidies should not be officially 
charged against the Post Office Department 
Most sincerely, 
THOMAS G, WALTERS, 
Operations Director 


PAN AMERICAN Wor-LD AIRWAYS SYSTEM, 
Washington, D.C... June 28, 1958 
Mr. WILLIAM F.. McKENNA, 
General Counsel, Government Operations Committee, 
House Office Building, Washington 25, D.C 


Dear Mr. MCKENNA: As you are well aware, the problems of internationa 
air carriers are considerably different from those faced by domestic operators 
Particularly is it true of Pan American Airways which does not enjoy the cushion 
of lucrative domestie routes and must face serious and increasing competition 
from foreign airlines. These foreign lines are all 100 percent Government owned 
and heavily subsidized, making our task of competing with them a most difficult 
one. For instance, racross the Atlantic alone 2 United States-flag carriers are in 
competition with 11 foreign lines 
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Reorganization Plan No. 10 does not differentiate between domestic and inter- 
national operations and while we believe that this plan will do the job of subsidy 
separation quite adequately, we nevertheless believe that the report to be drawn 
up by your Government Operations Committee might well contain the three 
paragraphs attached. I wish you would so recommend in order that we can get 
some representation for international carriers in the report. 

1 will be pleased to hear from you regarding your thoughts in this matter. 

Kindest personal regards. 

Sincerely, 
Rocer B. DOvuLENs. 


A major question which has arisen in the course of the discussion of subsidy 
separation legislation has related to the compensatory rate which shall be fixed 
for our American-flag international air carriers. Our Government pays to 
foreign-flag air carriers for transporting United States mail the Universal Postal 
Union rate, established by treaty. Nevertheless, proposals have been made 
which would result in our international carriers carrying the same mail, over 
the same routes, for considerably less. 

The carriers have urged that this proposal is inequitable, and they have sug- 
gested that Congress adopt the principle that United States carriers should not 
be paid less than their foreign competitors for similar mail transportation 
service. Both the Senate and the House Committees on Interstate and Foreign 
Commerce have adopted this principle, and the principle was agreed to by the 
Senate. Reorganization Plan No. 10 does not incorporate this principle, but 
merely states that compensatory rates for both our domestic and international 
carriers should be “fair and reasonable.” Thus, the question as to the relation- 
ship between the payments our Government makes for the transportation of 
mail to our international carriers and to foreign-flag carriers is left to the 
discretion of the Civil Aeronautics Board in fixing compensatory rates. 

The general acceptance of the principle that United States carriers should not 
be paid less than their foreign competitors for similar service should be adhered 
to by the Civil Aeronautics Board in fixing compensatory rates for our Ameri- 
can-flag carriers. 


eee 





